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The Journal 


THIs is a time for greetings and goodwill, and also (as it is 
the end of the year) for reflection and a brief backward 
glance. 


A great deal of effort by a great many people goes into 
the production of a journal such as this: authors and 
regular contributors, state registrars, branch secretaries, 
and occasional correspondents, are all entitled to the grate- 
ful thanks of an editor who has harried them with imperious 
demands for copy, and has at times imposed almost impos- 
sible deadlines for its submission. 


The journal is, of course, only one of the media through 
which the Society and the Cost Institutes provide technical 
information, but it undoubtedly reaches the greatest number 
of members. Its most important function is to provide a 
forum where new ideas may be developed, and knowledge and 
experience may be shared. It is encouraging to be able to 
report that there has been an ample flow of technical material 
for publication recently—so ample indeed that the Society has 
been able to launch a second publication, the A.S.A. Technical 
Bulletin, the first issue of which was recently sent to mem- 
bers. This does not mean that the Australian Accountant 
is not still in need of articles and notes for publication, 
which we hope will continue to come to hand in the same 
encouraging quantities. 


We are grateful, too, to those who have written to us 
with comments, criticisms and suggestions, all of which— 
even though not perhaps immediately adopted—have been 
helpful. 


Finally, may we present our compliments and Christ- 
mas greetings to our readers, and express the hope that they 
have all derived something of value from the efforts of the 
many who have helped to make the publication of this 
journal possible in the last twelve months. 
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of current events 








We congratulate Mr. Ronald A. 
Irish, who has been elected Pre- 
sident of the Institute of Char- 
tered Accountants in Australia. 
Mr. Irish succeeds Mr. K. N. Stonier. 
Messrs. J. W. Peden and G. C. Tootell 
have been elected Vice-Presidents. 
Announcement was made last month 
of the election of Mr. B. W. B. Ruffels 
as President of the Australasian In- 
stitute of Cost Accountants. Mr. Ruf- 
fels will succeed Mr. J. N. Keynes in 
office. Mr. R. F. Jarman has been 
elected Vice-President of the Cost In- 
stitute. 


Accountants Club 

The annual report of the Accoun- 
tants Club, Sydney, for year ended 30 
June, 1956, is a record of the steady 
progress of this unique organisation— 
unique because, as the report says, 
“there is no other such club within the 
profession in any part of the English- 
speaking world.” The report appears 
over the signature of Mr. O. H. Paton, 
F.A.S.A., Club President, who is also a 
Federal Vice-President of the Aus- 
tralian Society of Accountants. 

As previously reported in_ this 
column, the Club was officially opened 
in March of this year by His Excel- 
lency the Governor of New South 
Wales, General Sir John Northcott, 
and a plaque in the clubrooms now 
commemorates that event. Many other 
excellent and well-attended social func- 
tions were conducted by the Club dur- 
ing the year. On the statistical side, 
the report shows that membership of 
the Club stood at 376 at the date of the 
report. Gross income for the financial 
year amounted to £6,576. There was a 
net surplus of £389 which, when added 
to entrance fees of £164 received dur- 
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ing the year, brought accumulate 
funds at balance date to a total of 
£3,620. 


Accounting for government 

The Journal of Accountancy reports 
that a new Act has been passed in 
U.S.A., aimed at improving Federal 
budget and accounting procedures, 
This Act incorporates many recon- 
mendations of the Hoover Commission 
(see Editorial, Australian Accountant, 
September 1956). It provides that 
agency budgets should be determined 
on a cost basis and that accounts should 
be maintained on an accrual basis. One 
of the most important recommend: 
tions, that congressional (i.e., parlia- 
mentary) appropriations should hk 
made in terms of annual accrued e- 
penditures, was not however included 
in the legislation. The President is 
reported as having said when he signed 
the Bill: “I shall recommend to the 
next Congress that further considers 
tion be given to the enactment of legis 
lation which will permit the use o 
accrued expenditure appropriation 
whenever such procedure is col 
sidered appropriate in relation to the 
improved budget and accounting sy+ 
tems developed under the new law.” 

The merits of such a change are per 
haps arguable, but few would deny that 
there is room for much improvement it 
another aspect of government accoll- 
ting, at least in Australia—namely the 
form and presentation of government 
accounting reports. While great ef- 
forts have been made to improve Coll 
pany reports, most published financial 
statements of governments appear 
a form that is both unimaginative 
depressing. One finds little evidence 
(except in the case of some semi-g0 
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emment bodies) that modern ideas on 
typography, layout, and methods of 
presentation of financial information, 
are having much effect on the appear- 
ance and contents of these necessarily 
complex documents. 


Aceounting in the armed services 


Those who read Mr. F. K. Wright’s 
article in last month’s issue of this 
journal will be interested in an article 
by Major-General Walter I. Miller in 
the October issue of the Journal of 
Accountancy. General Miller is Direc- 
tor of Accounting and Finance in the 
US. Air Force, and he describes the 
successful adoption of commercial ac- 
counting procedures in the Air Force. 


Forcing tactical commanders to as- 
sume managerial responsibility for 
preparing budgets provides assurance 
that “the right things will be in the 
right place at the right times,” ac- 
cording to General Miller. He dis- 
agrees with critics who claim that 
national security suffers when the mili- 
iary is compelled to consider costs in 
making logistical decisions. General 
Miller says that “there is little concep- 
tually original or earth-shaking in the 
tenets of the system, for they are basic 
to what businessmen think of as finan- 
tial control.” The system, which was 
designed by civilian and air force ac- 
countants in co-operation, makes use 
of typical business expense-accounting 
techniques, with complete integration 
of programming and budgeting activi- 
ties from squadron commander to 
Chief of Staff. In General Miller’s 
opinion, the system makes possible 
realistic estimates of stores require- 
ments, and economical employment of 
resources. General Miller, an enthusi- 
ast if ever there was one, sums up the 
results in the phrase “More air force 
per dollar’’. 


It will be recognised, of course, that 
what the U.S. Air Force has done, ap- 
parently successfully, is not much dif- 
ferent from what the British Army 
cost accounting experiment attempted 
to do in 1919. That experiment is 
generally written off as a failure but, 
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if Mr. Wright was correct in the 
article referred to above, to say that it 
was a failure is to make a wrong as- 
sessment of the facts. American ex- 
perience more than thirty years later 
adds weight to this conclusion, and 
certainly seems to show that there is 
nothing fundamentally wrong in apply- 
ing commercial accounting methods in 
the armed services. 


Registrar-General’s fees 


The new scale of fees payable to 
the Victorian Registrar-General was 
gazetted on November 14. Fees pay- 
able under the Companies Act and the 
Business Names Act are now: 
Business Names Act 

For filing any statutory declaration: 
10s. 

For registering any statement lodged 
to obtain the registration of a 
business name: £1. 

For registering any other statement: 
10s. 

For every certificate of registration 
under section 17: 10s. 

For every inspection of statements 
filed: 5s. 


For every search as to the avail- 
ability of any business name pro- 
posed to be adopted—for each 
name searched: 5s. 


Companies Act 

On filing articles of association of a 
company: £2. 

On filing any special resolution al- 
tering articles of association of a 
company whereby more than six 
of such articles are altered: £2. 

For every search as to the avail- 
ability of any name proposed to be 
adopted by a company—for each 
name searched: 5s. 

For every certificate issued by the 
Registrar-General under section 
17 (3) (a) (ii) and (iii) of the 
Companies Act 1938: £2. 

For every other certificate issued by 
the Registrar-General: £1. 

On filing any prospectus or state- 
ment in lieu of prospectus: £2. 

For the sanction of the Attorney- 
General to the payment of interest 
on share capital as provided by 
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section 54 of the Companies Act 
1938: £2. 

For any other search or inspection 
pursuant to section 82 (8) of the 
Companies Act 1938: 5s. 


For any other search or inspection 
of documents kept by the Regis- 
trar-General under the Companies 
Acts: 5s. 

For entry on register of mortgages 
of memorandum of satisfaction: 
£1 10s. 

On filing any annual return (includ- 
ing any certificates under section 
111 of the Companies Act 1938) : 
£1. 

For each licence under section 134 
(2) of the Companies Act 1938: 
£2. 

For examination under section 134 
hy of the Companies Act 1938: 

On lodgment of memorandum or of 
memorandum and any rules for- 
warded therewith pursuant to sec- 
tion 408 (2) (b) of the Companies 
Act 1938: £2. 

On filing report with respect to min- 
ing operations pursuant to section 
426(5) (a) of the Companies Act 
1938: 2s. 

On filing any other document or mak- 
ing any other application: £1. 


The regulations provide also that 
there shall be paid to the Registrar- 
General in respect of any company, 
society, or association (where the fee 
is not specified in any relevant Act or 
Regulation) the following fees: 

On any document required or author- 
ised to be lodged, registered, de- 
posited or filed to, with or by the 
Registrar-General: £1. 

For every certificate issued by the 
Registrar-General: £1. 

For any search of the documents 
kept by the Registrar-General: 5s. 


Fees payable to the Registrar-Gen- 
eral under certain other Acts have also 
been increased. The new scale of fees 
payable on registration of a company 
br-d given in our November issue (p. 
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You can’t do this with money 


Many compilers and designers of 
company annual reports have been at 
tracted by the idea of using an Aus 
tralian bank note as a symbol in a 
graph, chart or diagram. At the re 
quest of the Note Issue Department of 
the Commonwealth Bank, we have to 
= you that to do this is against the 
aw. 

Section 55 (1) of the Commonwealth 
Bank Act makes it an offence for any 
person, without the Bank’s authority, 
to “make or have in his possession: 
(a) any copy of an Australian note; or 
(6) any writing, engraving, photo 
graph or print resembling any Aus 
tralian note or apparently intended to 
be, or to pass for, a copy of an Aus- 
tralian note.” Sub-section (3) of the 
same section provides that “the ex- 
pression ‘copy of an Australian note 
includes any representation or negative 
of an Australian note or part of an 
Australian note in any size or scale 
and any copy of an Australian note or 
part of an Australian note in any siz 
or scale.” 

A later section (s.56) makes it an 
offence to attach an advertisement to 
an Australian note, or to “design, 
make, issue or circulate any advertise- 
ment which is in the form of, re 
sembles, or is apparently intended to 
resemble, any Australian note or part 
of any Australian note.” 


Dearer investing 


The substantial increase in the 
rates of brokerage authorised by most 
of the Australian stock exchanges from 
November 12 has met with a mixed 
reception in financial circles. Since 
the last change in 1952, prices of most 
shares have risen, so that higher share 
values have tended to compensate 
brokers for the irresistible advance m 
costs of doing their business. But m 
more recent months the rise in share 
prices has not been so marked, ab 
though office costs have continued to 
rise, including postage, telephone and 
salaries, which make up the bulk 
office costs. And share turnovers have 
apparently not expanded over the 
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two years. In fact, the volume of 
share business has been roughly stable, 
while bond turnover has shrunk notice- 
ably. The fact that new issues and 
new listings have been numerous has 
not brought more revenue for a major- 
ity of brokers; in fact, it has rather 
meant that their task of keeping well 
informed about a lengthening list of 
companies has become progressively 
harder and more costly. 


Those who complain of the higher 
brokerage will, no doubt, point to the 
larger brokers who were clearly doing 
well at the old rates. But it should 
also be realised that the rates must be 
high enough to provide a reasonable 
living for the smaller brokers, includ- 
ing those who receive little or no in- 
ome from underwriting, placements 
w directors’ fees. This presumably is 
the price the investing public pays to 
retain full competition among brokers, 
md most investors prefer to have such 
a choice, rather than to be able to 
those from only a few large broking 
houses. It is interesting to notice that 


me of the newspapers draws attention 
the recent increase in stock ex- 


thange membership in Sydney and 
Melbourne as a factor tending to raise 
the costs of the broking fraternity 
sa whole. Here is a backhanded 
awgument for the exchanges’ practice 
-which has been a target of criticism 
~f preserving a monopoly and re- 
sricting the number of members. 


Cheaper bricks 


Little has been heard so far in Aus- 
talia of the Commonwealth Develop- 
tent Finance Co. Ltd., established 
wme time ago in London to facilitate 
idustrial expansion. But it is sub- 
«ribing half the capital, £250,000, to 
‘new brick-making project for Ade- 
tide. Sponsored also by Adelaide 
wilders, the scheme is planned to 
tuble Adelaide’s production of build- 
lg bricks over the next five years, and 
is advanced methods are also ex- 
keted to cut costs of that commodity. 
production is scheduled within 

t eighteen months. A substantial 
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cut in cost of bricks must provide a 
most significant contribution towards 
reducing housing costs as a whole. If 
this is the kind of aid which the com- 
pany is extending, Australia can do 
with much more of it. 


Cheaper imports 

As anticipated in these columns, one 
of the important changes effected by 
the new trade agreement with the 
United Kingdom is that Australia has 
been freed from the rigid formula of 
the Ottawa Agreement, whereby we 
had to charge a certain margin of duty 
on non-British goods in excess of the 
rates applicable to British goods. Now, 
instead of being bound to charge 174 
per cent. or 10 per cent. higher rates, 
Australia is bound to charge only 10 
per cent. or 74 per cent. more on non- 
British than on British goods. The ef- 
fect of this is that Australian industry 
may choose non-British goods at a 
lower cost than formerly, and presum- 
ably will do so in cases where they are 
much more appropriate or efficient for 
our purposes. Of course, the reduced 
preference margin still leaves British 
suppliers with a substantial margin of 
preference in our market. There is 
also the question whether and when the 
Australian Government will take the 
action now permitted to reduce the 
non-British rates. Also, will the Gov- 
ernment take advantage of a greater 
freedom (won under the new agree- 
ment) to permit non-British goods to 
enter under by-law at low rates, when 
suitable British goods are unavailable? 
Perhaps the political pressures will 
still operate to preserve the status quo, 
and the real gains of the new agree- 
ment remain for time to prove. 


Out of one pocket 


At a period of Australia’s growth 
when it is necessary to stimulate volun- 
tary saving to the maximum degree 
possible, it is surely anomalous that 
the analysis of bondholdings for June 
last shows that the general public in- 
creased its holdings of Commonwealth 
bonds by little more than £7 million 
in the preceding year. In fact, when 


489 





MONTHLY REVIEW 


company holdings are taken into ac- 
count, there appears to have been a 
decline in holdings by those whom we 
might regard as genuine lenders. The 
increase has been at the hands of finan- 
cial institutions (banks, assurance 
societies, etc.) including the govern- 
ment’s various departments and banks. 
As a result, the government holds about 
half its own debt—a situation which 
may not have arisen if bond rates had 
been allowed to rise to a more natural 
level when economic conditions indi- 
cated that course. 


Luxury of freeholds 


Some financial advisers consider that 
Australian business does not fully 
realise the borrowing potential which 
is available to it by mortgaging its 
freeholds, or even by avoiding owner- 
ship of such costly fixed assets. It can 
be argued that unencumbered free- 
hold is a poor investment for a trading 
or manufacturing concern, which 
should specialise in its own line of busi- 
ness and devote its available resources 
in that direction, where one assumes 
that it can earn the highest return on 
its funds. It is true that there is a 
tendency for some Australian busi- 
nesses to work towards the American 
system of “sell and lease’, whereby a 
firm sells its freehold to an investment 
company, and takes a long lease of the 
property. The alternative is to mort- 
gage the freehold “to the hilt”. One 


of the advantages, of course, is that the 
interest cost is a deduction from ip 
come for tax purposes. There may he 
reasons why some Australian firms like 
to own freeholds, and those reasons 
could be related to the pioneer stage 
of our history when real estate was a 
profitable investment and the security 
of ownership was very valuable. Orit 
could be that investors will not lend 


as much as we need on the security of | 


freeholds in Australia. 


Price of development 


Appropos the problem of capital 
shortage, it was interesting to hear 
Sir Douglas Copland, on his recent re 
turn from Canada, canvassing his well 
practised theme that this country 
should continue to borrow as much a 
possible abroad for further national 
development. Combined with a ples 
to suffer continued high taxation and 
mild inflation, this theme was ap 
parently acceptable to a distinguished 
company of top executives from Vic 
torian industry, who recently as- 
sembled in conference under the aus- 
pices of the Australian Institute of 
Management. Though there may be 
some who dare not speak their dis 
agreement with so notable a prote- 
gonist, there can be little doubt that 
Sir Douglas is widely convincing and 
wields more recognisable influence o 
Australia’s economic thinking and 
policy than any other Australian 
economist—perhaps than any other 
Australian. 





RECENT LEGAL DECISIONS 


Recognition of foreign laws 

British courts will not enforce the 
revenue laws or the criminal laws of 
another country at the suit of that 
other country. If that other country 
wants to collect its taxes or to inflict 
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its own punishments it must do # 
without the assistance of our co 
This is quite clear. But this does no 
mean that our courts will never 
any notice of the laws of other coul 
tries (or friendly countries, anyway): 
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they will take notice, at least to the 
extent that, if two people knowingly 
agree to break the laws of a foreign 
country, they will not be allowed to 
geceed if they come to our courts to 
sek aid in the enforcement of their 


agreement. 

This was the difficulty which con- 
Bfronted the parties in Regazzoni v. 
K.C. Sethia (1944) Ltd., [1956] 2 All 
ER. 487. 


Because of its disapproval of the 
South African government’s racial 
plicies, the government of India by 
rgulations placed an embargo on the 
shipment of goods—especially jute 
sacks, which were much in demand— 
from India to South Africa. 

By a contract which was admittedly 
gverned by English law, the defen- 
dant undertook to deliver to the plain- 
tiff, ci. Genoa, a quantity of jute 
sacks which, to the knowledge of both 
parties, were to be shipped from India 
ad resold in South Africa contrary 
to the Indian government’s regulation. 
But the parties fell out. The defen- 
dant failed to deliver the goods, and 
the plaintiff sued for damages; apply- 
ing the principle set out above the 
English Court of Appeal held that the 
contract was unenforceable, and that 
the parties would have to settle their 
tifferences between themselves as best 
they could. 


Sales tax and preferences 


Section 95 of the Bankruptcy Act 
(Commonwealth) 1924-55 enacts that, 
mer alia, a payment made by a per- 
on unable to pay his debts as they be- 
tome due out of his own money shall, 
if it has the effect of giving the credi- 
lr receiving payment a preference, 
jority or advantage over the other 
weditors, be void as against the trus- 
te in bankruptcy if the payer becomes 
unkrupt on a petition pi 2sented with- 
six months after the date of the pay- 
ment. In Commissioner of Taxes v. 
Inques, [1956] A.L.R. 900, it was un- 
successfully contended that this pro- 
vision operated to invalidate certain 
payments of sales tax. 
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A bankrupt had, within the six 
months preceding the presentation of 
his own petition for the sequestration 
of his estate, paid the Deputy Commis- 
sioner of Taxes more than £3000 in re- 
spect of sales tax. The Official Re- 
ceiver sought to require the repayment 
of this sum to the estate, on the ground 
that the payments were void as against 
him by virtue of s. 95. The Deputy 
Commissioner resisted the claim, on 
the ground that sales tax was a Crown 
debt; that s. 95 does not bind the 
Crown; and, therefore, that the pay- 
ments to him were not payments to 
which the section applied. 


The Sales Tax Assessment Act (No. 
1) expressly provides that sales tax 
shall be a Crown debt (s. 30) ; the only 
question, therefore, was whether s. 95 
of the Bankruptcy Act binds the 
Crown. The Official Receiver said that 
it did, because of s. 5(3) of that Act, 
which provides: “Except as otherwise 
expressly provided in the Act, the pro- 
visions of this Act relating to the re- 
medies against the property of a 
debtor, the priorities of debts, the ef- 
fect of a composition or scheme of ar- 
rangement, and the effect of an order 
of discharge, shall bind the Crown as 
representing the Commonwealth or 
any State.” In the Bankruptcy Court, 
Clyne, J., had upheld this claim, hold- 
ing that s. 95 was a provision “relating 
to the remedies against the property 
of a debtor.” But the High Court 
held that s. 95 was not one of the pro- 
visions referred to in s. 5(3), and as 
there was nothing elsewhere in the 
Act indicating an intention that the 
section should operate to invalidate 
preferences to the Crown, the section 
did not operate to invalidate such pre- 
ferences. Hence the payments of sales 
tax were not void as against the trus- 
tee in bankruptcy. 


It might be thought that this is not 
entirely fair to other creditors, but, as 
Webb, J., said: “Much could be said 
for the view that to secure equality of 
treatment all creditors, including the 
Crown, should be bound by s. 95. Still, 
before the Crown can be held bound it 
must be shown that the Act binds it, 
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either expressly or by necessary impli- 
cation. The immunity of the Crown is 
to be denied only by the language of 
the Act, and not merely on broad con- 
siderations of history and equality 
among creditors, powerful though 
such considerations might otherwise 
be.” 


Workers’ compensation 


The Workers’ Compensation Act 
1951 (Vic.) defines “worker” as (inter 
alia) “any person .. . who has entered 
into or works under a contract of ser- 
vice or apprenticeship or otherwise 
with an employer...” (s. 3(1)); this 
meaning was considered by the Full 
Court in the Victorian case of R. & M. 
Johns Bros. Pty. Ltd. v. Francis, 
[1956] V.L.R. 404. 

F entered into a contract of service 
with the company, pursuant to which 
he was to begin work as a carpenter 
on the following morning at 7.30. The 
following morning he arrived at the 
company’s premises before 7.30, and 
spoke to the foreman, telling him he 
(F’) did not think he would be starting 
that morning; that he felt unwell. He 
asked if it would be all right if he 
started the next morning, and the fore- 
man said that it would be. 

Thereupon F walked towards the 
exit gates, but collapsed and died with- 
in a few minutes. His widow sought 
to recover the compensation payable 
under the Workers’ Compensation Act 
in respect of the death by “injury” of a 
“worker”. 

The Court agreed with the Workers’ 
Compensation Board that there was a 
contract between the parties, pursuant 
to which the work was to begin on 
the following day, and that it was 
under the terms of that contract that F 
attended the company’s premises on 
the day of his death, with the intention 
of working if his request to be allowed 
to defer commencing work until the 
next day were refused. This being so, 
he was a “worker”; his injury occurred 
while he was, on a working day, pur- 
suant to his contract of employment, 
present at his place of employment; it 


was, therefore, an injury arising out of 
or in the course of his employment, 
and his widow was entitled to the com. 
pensation claimed. 


Allowance for tax 

The ruling of the House of Lords in 
British Transport Commission v. Gour- 
ley, [1955] 3 All E.R. 796 (that deduc- 
tions for income tax should be taken 
into account in determining amounts 
payable by way of damages in personal 
injury and wrongful dismissal cases) 
seems likely, in England at all events, 
to pose problems which accountants 
will frequently be called upon to solve, 
or assist in solving. 

In re Haughten Main Colliery Co. 
Ltd., [1956] 3 All E.R. 300, a company 
went into voluntary liquidation, at a 
time when it was under a contractual 
liability to pay pensions to two em- 
ployees of approximately £167 and 475 
per month respectively. Actuarial cal- 
culations quantified the claims of these 
employees (for the purpose of admis 
sion to proof in the winding up) at 
some £14,000 and £10,000 respectively, 
but the question then arose whether 
some deduction should be made, as re 
gards each pension, on account of in- 
come tax and surtax. Wynn-Parry, J, 
held that it should, but in the absence 
of evidence of the nature or amount of 
the private incomes of the gentlemen 
concerned he was not in a position t 
fix the figures himself. He proposed 
to allow the parties and their accout- 
tants an opportunity to agree the fig- 
ures, and made an order accordingly. 
He referred to the suggestion (i 
Gourley’s Case) that the parties should 
attempt to agree the figures with the 
assistance of their accountants as “al 
eminently common-sense suggestion’, 
and went on to add: “In my view its 
only in the last resort that a judge 
should assume the task of fixing the 
figures, and he should not do so with 
out all the available help. Obviously 
if an attempt, even though unsuccest 
ful, has been made by the parties’ a 
countants to arrive at a figure, ' 
judge cannot but be helped by having 
the views of those skilled professi 
gentlemen.” 
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ka HEN The Function and Design of Com- 
fal pany Annual Reports’ it was argued 
that the annual report is a valuable 
es) adjunct of operations in every market 
~ in which a company operates—the 
" money market, the labour market, and 
a the wholesale and retail commodity 
C markets. In the money market it is 
. not only a valuable adjunct, but also 
ned an essential device providing informa- 
al tion without which the financial sup- 
, porters of companies would be unable 
‘oi to act reasonably. The _ illustrative 
eal material in this book was drawn from 
these fy Some of the better reports of English, 
‘ale American and Australian companies. 
) at But as there has been no general study 
vely of the form and contents of Australian 
ether annual reports, no generalisation re- 
at garding the progressiveness or back- 
t wardness of Australian practice could 
J hitherto be made. 
pi The purpose of this article is to pre- 
int of sent the findings of a survey of the 
lemen reports of a fairly large number of 
‘on to companies listed on the Australian 
posed stock exchanges. The survey is pre- 
-cOUl- liminary to a more extensive and in- 
ne fig- tensive study of local practice. The 
‘ingly. @ “umber of features selected for obser- 
n (it vation is relatively small, but it is be- 
should lieved to be sufficient to indicate some 
th the of the general characteristics of Aus- 
as al tralian company reports and some of 
stion’, @ ‘¢ general attitudes which lie behind 
w itis eir preparation and publication. 
iy 4 The group of companies 
> with- The number of companies in the 
viously Sup is 250. This is about one-sixth 
succes’ fm Of the companies listed on the Aus- 
ies’ at- tralian stock exchanges. The group is 
re, the thus not so small a proportion of the 
having d companies as to be considered 
ession’! @ “representative. 








l. Law Book Co., Sydney, 1955. 
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The selection of companies was based 
to some extent on expedience. Finan- 
cial companies (banks, investment, 
finance and insurance companies) have 
been excluded. For the rest, the com- 
panies included are those for which the 
writer had available the annual reports 
of the years 1948 and 1955. These re- 
ports were acquired for several differ- 
ent purposes; they were not requested 
on the ground that they provide ex- 
amples of poor or effective reporting. 
For the present purpose, therefore, 
they may be considered as a random, 
rather than a_ specifically chosen, 
group. No attempt has been made to 
choose a predetermined number of 
companies from any state or of any 
size, so that the group is not de 
liberately stratified. 


Two general characteristics of the 
group which emerged are given as an 
indication of the variety of companies 
included. 





Number of 

Place of Registration Companies 
New South Wales .. .. .. .. 99 
. .. 3a eee 90 
South Australia .. .. .. + «> 27 
PE os nd wnl.oar ne. ae 23 
RG sc cee ke we eke 7 
Western Australia .. .. .. .. 4 
250 

Size of Company Number of 

Assets Companies 

Class 1948 1955 

a. De te BOS oo cd. 58 16 

2. £250,001 to £750,000 .. .. 106 58 

38. £750,001 to £1,500,000 .. 45 70 

4. £1,500,001 to £3,000,000 .. 20 49 

5. £3,000,001 and over .. .. 28 57 

250 250 





The criterion of size is the figure 
given for total tangible assets in the 
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legal balance sheets of each company. 
The shift in the size-composition of 
the group is simply due to growth in 
the seven-year period; the companies 
are the same companies in each year. 
“Size of companies” in the tables 
which follow refers to the size classes 
1-5 above. Size has been taken as a 
general basis of comparison on the 
ground that the larger a company is, 
or the larger it grows, the greater will 
be the financial interest of the public 
in it, and the greater, therefore, is its 
obligation to report in comprehensive 
fashion. 

The industries and trades repre- 
sented are diverse—metals and engi- 
neering; food, drink and tobacco; tex- 
tiles; timber, hardware, cement, con- 
crete, etc.; fuel and chemicals; paper 
and publishing; retail and wholesale 


(a) Form of the balance sheet 

Generally, balance sheets may take 
the account form or the narrative 
form. The account form enables crogg 
comparisons to be made (between, for 
example, current assets and current 
liabilities) if sub-totals are given for 
each significant class of items and if 
the classes are arranged in similar 
order. The narrative form, on the 
other hand, permits the comparison to 
be made directly and enables some per- 
tinent remainders to be disclosed on 
the face of the statement; the common- 
est and most useful example is the 
contiguous listing of current assets 
and current liabilities and the inser- 
tion of the difference, net working 
capital or net current assets. 

The frequency with which each 
form occurred is given in the follow- 
ing tables. 





ForM OF BALANCE SHEET: ANALYSIS BY PLACE OF REGISTRATION 


1948 
Place of Registration 
New South Wales 
ME 5.e- duo GS de 75 
South Australia .. .. 20 
Queensland bb lide. kés 
Tasmania .. .. .. 
Western Australia 


Net inerease 


1955 in use o 


Account Narrative Account Narrative narrative form 
- 2 78 21 19 


59 31 16 
17 10 
18 
4 
2 
178 


TABLE 1 





merchandising. No __—i predetermined 
number of companies in any trade or 
industrial class was chosen, but the 
group is not unduly weighted with ex- 
amples from any such class. 


I 


CHARACTERISTICS OF THE PUBLISHED 
FINANCIAL STATEMENTS 


The characteristics chosen for obser- 
vation are formal characteristics only. 
These have been considered sufficient 
to indicate whether or not there is a 
tendency to make the accounting state- 
ments more intelligible to lay persons, 
or a tendency to eliminate superfluous 
features and to include significant 
ones. 
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Table 1 shows that the narrative 
form was used in 10 per cent. of cases 
in 1948 and in 29 per cent. of cases in 
1955. The absolute gain in the period 
was greatest in New South Wales, 
though in 1955 that state had still the 
smallest proportion of narrative-style 
balance sheets. The movement towards 
this style appears to have been sup 
ported initially in Victoria and South 
Australia, (Incidentally, one Vit 
torian company which used the narra- 
tive form in 1948 reverted to the a 
count form for 1955.) 

The change from the account form 
to the narrative form is not confined 
to any class of business or to any siz 
group. Innovation appears to 
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ForM OF BALANCE SHEET: ANALYSIS BY SIZE 


1948 


Size of Companies 


Class 
Class 
Class 
Class 
Class 


Account Narrative 


Narrative form 
1955 users in 1955 
Account Narrative but not in 1948 


TABLE 2 





garcely less common or more common 
in any of the size classes. (The final 
column of Table 2 is not equal to the 
difference between the two “narrative” 
columns, class by class, because of the 
shift in the size classification of some 
companies. ) 

(b) Sequence of balance sheet items 


The order in which items or classes 
of items are arranged in the balance 
sheet is indicative of the care devoted 
to making it easy for the reader to 
grasp the significance of the figures. 
There is a practically significant paral- 
lelism between assets and obligations; 
short term obligations are an appro- 
priate means of financing short term 
assets; long term obligations, of dur- 
able assets. Systematic presentation 
will give effect to this parallelism. 

Balance sheets prepared in the ac- 
cunt form may be drawn so that 
assets appear in order of liquidity, and 
liabilities in order of maturity dates; 
or so that assets and liabilities are 
both shown in the reverse order. The 
tarrative form allows flexibility in the 
arrangement of the main groups of 
Items, and many different arrange- 
ments are imaginable. 

For the purpose of analysis, seven 
main classes of arrangement were 
identified : 

Account form 

01 Items arranged in order of 

liquidity or urgency of maturity. 

02 Items arranged in order of per- 

manence, 

03 Mixed grouping and arrange- 

ment. 
Narrative form 
1l Shareholders’ funds (SHF) = 
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Current Assets (CA) — Current 
liabilities (CL) + Fixed Assets 
(FA). 
12 SHF = FA + CA — CL. 
21 CA — CL + FA = SHF. 
22 FA + CA — CL = SHF. 
The frequency of occurrence of each 
arrangement was as shown in Table 3. 





BALANCE SHEET SEQUENCE 

Arrangement 1955 
01 ied ths 27 
02 bisa cian 123 
03 bees 28 
41 
22 
7 
2 
24 — 

250 








Some latitude was permitted in 
classing reports as 03; minor aberra- 
tions (such as inconsistency in the 
arrangement of assets, represented by 
the order—fixed assets, current assets, 
intangible assets) were ignored. One 
feature of the above table is the fact 
that, in 1955, 11 per cent. of reports 
(i.e., class 03) gave evidence of com- 
plete lack of system; the figures were 
set down with complete disregard for 
ease of interpretation. The fall in class 
02 and the rise in class 11 is indicative 
of growing acknowledgment of the im- 
portance of solvency as a feature of 
corporate financial affairs. Arrange- 
ments 01 and 11 appear to be prefer- 
able to others on this ground, in spite 
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of the relatively small number of 
balance sheets in which they occur. 


(c) Balance sheet captions 

From time to time it is suggested 
that the intelligibility of financial 
statements would be improved if tech- 
nical jargon were abandoned and de- 
scriptive terms were used which are 
known to be meaningful to lay people. 
That some companies believe this to 
be both desirable and possible is evi- 
dent from the inclusion of simplified, 
explanatory financial statements in 
some annual reports. 


It was thought that willingness to 
experiment in this direction might be 
tested by reference to the captions 
used for the balance sheet and for its 
two parts. 


Only seven companies were found to 
use main captions other than “balance 
sheet”; only one of them used such a 
caption in 1948. The details are: 


Balance sheet caption 


Company 
1955 
A Balance Sheet 


B Balance Sheet Statement of 


and Liabilities 


C&D Balance Sheet Statement of 


cial Position 
E Financial Position Financial Position 
Position of the Com- 


F Balance Sheet 


pany 
G Balance Sheet Statement of 


cial Position 


Improvisation of this kind is appar- 
ently only for large companies. 


One observation is of interest. The 
conventional term “balance sheet’ is 
technically correct; it is a list of 
balances. Three of the four different 
alternative descriptions listed above, 
however, have reference to “position” 
or “financial position.” Position or 
financial position very likely has mean- 
ing to laymen, for all persons have a 
financial position even though they 
have no balance sheet. But, although 
many writers on accounting insist that 
contemporary balance sheets do not 
represent financial position in the com- 
monly understood sense, the use of the 
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Financial Position 


term “financial position” in practice js 
strongly suggestive of a belief that the 
balance sheet should represent a com. 
pany’s financial position. Any infor. 
mation which helps to indicate the 
financial position in a more complete 
manner than does the usual balance 
sheet is not likely to be scorned by the 
users of balance sheets and company 
reports. 


The subsidiary captions have under. 
gone more general changes. As long 
ago as 1944 it was officially stated that 
“the use of general headings for a 
balance sheet, such as ‘liabilities’ and 
‘assets’, is inappropriate and unneces- 
sary.’” The analysis in Table 4 shows 
that the old practice dies hard. 


The shift is shown more clearly by 
a rearrangement of the original ob- 
servations. 

The figures in the columns in Table 
5 show the changes which had taken 
place by 1955 for the number of cases 








Place of 
registration 

Vie. 

Vie. 


Size 
Business class 
Textiles 5 


Assets Engineering 


Vic. 


Vie. 
N.S.W. 


N.S.W. 


Finan- Foodstuffs 


4 
4 
Retailing 5 
Engineering 4 

5 


Finan- Foodstuffs 








at the foot of each column for 1948. 
Thus, of 141 cases of class 02 (Liabili- 
ties: Assets) in 1948, 27 had aban- 
doned captions and 22 had used the 
common narrative form caption 
1955. In spite of Recommendation 
VIII, still over one-third of all cases 
retained Liabilities: Assets in the lat- 
ter year. The diagonal figures in Table 
5 indicate that about 60 per cent. of 
companies made no change in their 
use of captions. 


The variety of captions used is ac 





2. Recommendation VIII, The Institute of 
Chartered Accountants in England and 
Wales. 


The Australian Accountant, December, 1956. 





1955 Balance Sheets 


= 


USE OF SUBSIDIARY BALANCE SHEET CAPTIONS 


Account form pom age sheets— 
No captions .. .. Matus 
Liabilities: Assets . =a ah 6 
Capital and liabilities : Assets A 
Other .. .. 

Narrative form balance sheets— 

imeneran Me ce ae Sa GS 


Shareholders’ funds: 
Other .. 


TABLE 4 








tually much greater than the six-fold 
cdassification given above suggests. 
Among the account form balance 
sheets the only unusual caption was: 


Funds employed: Assets 


Improvisation was much more com- 
mon in the narrative form statements; 
about twenty different combinations 
of headings occurred. The _ share- 
holders’ funds were variously de- 
scribed as Shareholders’ interest, Capi- 
tal and reserves, Funds employed, 
Funds available, Capital employed, 
ete.; and the remaining part of the 
statement was described as Employ- 
ment of funds, Net assets, Used as fol- 
lows, Invested in, etc. These novelties 
may be considered as trivia. But inas- 
much as they are deviations from 
widely accepted practices, it is more 
likely that they represent a genuine 
attempt to make the statement more 
intelligible. 


(d) Treatment of shillings and pence 

Shillings and pence are undoubtedly 
a minor feature of company finances, 
and their treatment may be considered 
a minor feature of company balance 


sheets. The treatment has_ been 
noticed, however, because of the tend- 
ency of fractions of the pound to give 
a misleading impression of accuracy 
and precision. Even in the case of 
companies of the smallest size class, 
shillings and pence are not of material 
significance, and the number of points 
at which estimates must be relied on is 
so great that only a mistaken sense of 
propriety can be responsible for the 
continued presentation of shillings and 
pence in balance sheets. The space 
thus occupied could often be used to 
better effect by giving comparative 
figures. Table 6 shows the frequency 
with which parts of the pound appear. 








BALANCE SHEETS CONTAINING SHILLINGS 
AND PENCE 


1948 1955 
6 
6 
10 
2 
4 


28 


Size of Companies 


TABLE 6 








CHANGE IN THE USE OF SUBSIDIARY CAPTIONS 
1948 Balance Sheets 


08 
5 
12 


2 


19 


1955 Balance Sheets 


04 11 


TABLE 5 
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The number of cases has certainly 
fallen, from 37 per cent. to 11 per cent. 
of the group. But the fact that 11 per 
cent., including some of the largest 
size, still have use for s. and d. is the 
unusual thing to note. 


(e) Comparative figures. 

The presentation of figures of the 
previous year as an aid to comprehen- 
sion was also the subject of official 
comment in 1944. Recommendation 
VIII, mentioned above, observed: “ap- 
preciation is facilitated if the com- 
parative figures of the previous period 
are also given.” Yet, as Table 7 shows, 
28 per cent. of companies, including 
many in the largest class, did not give 
such figures in 1955. 





BALANCE SHEETS WITHOUT COMPARATIVE 
FIGURES 
(a) Size of Companies 


1948 1955 
30 11 
62 
20 


14 
17 


143 
87 


Percentage of whole group 


(b) Place of Registration 
New South Wales .. 
ween os oe ek 
South Australia .. .... 
Queensland .. .. .. 
_ Ae eee 
Western Australia .. .. .. 


78 
34 
16 


TABLE 7 








Of companies registered in New 
South Wales, only 21 gave comparative 
figures in 1948. The improvement in 
the figures over the period is thus 
largely due to belated recognition in 
New South Wales of a practice which 
was, already in 1948, much more 
generally adopted in Victoria. 


II 
GENERAL CHARACTERISTICS OF THE 
REPORTS 
The annual report is addressed to 
people. It may be viewed by the com- 
pany which publishes it as a medium 
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for informing the many and hetero 
geneous classes of person with whic 
the company deals. It was pointed out 
in The Function and Design of Com. 
pany Annual Reports that many com- 
panies appear to adopt this view. 
be an effective medium, a report needs 
to be more than a statement of finan. 
cial abstractions. It needs to be at. 
tractive, easy to handle and of suffici- 
ent size to present something more 
than the statutory minimum require 
ments. Several features of the reports 
of the group were examined in the 
light of these needs. 


(a) Size of pages 

The page size is simply an indica 
tion of the ease with which the report 
may be handled or filed. Very large 
reports are inconvenient to handle; 
very small ones make it difficult to set 
out the financial statements. The ideal 
size may be considered to be some 
thing approximating quarto station 
ery. Table 8 shows a tendency towards 
quarto, three-quarters of the 1955 re 
ports being of this size. 





PAGE-SIZE OF REPORTS 


Size 

Smaller than quarto .. .. .. 

Approximately = J 6d 0s ERS 

Approximately foolscap .. .. 57 

Larger than foolscap .. .. .. 8 
250 


1948 1955 
31 2 
182 


TABLE 8 





(6b) Number of pages 

The number of pages is suggestive 
of the kind of detail—financial, statis 
tical or operational—and the amount 
of detail which it is considered desir- 
able to publish. The cost of preparing 
and publishing even a twelve-page re 
port may be considered by many to be 
prohibitive; but it may be insignificant 
by comparison with other appropria- 
tions for advertising and public rela- 
tions work. And, because the recipl- 
ents already have one form of interest 
in a company, the outlay may be much 
more effective than some other forms 
of publicity. In any case, this, or some 
similar, belief appears to underlie the 
practice of nearly one-half of the com- 
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panies in the group studied (see Table 
9). 

The relationship between size of 
company and the number of pages in 
the 1955 reports is also of interest, 
and is shown in Table 10. 








NUMBER OF PAGES (INCLUDING COVERS) IN 
REPORTS 

1948 1955 

148 99 





The points that deserve notice are: 

(i) The fall in the percentage of 
4page reports from about 60 per cent. 
toabout 40 per cent. of the group; but, 
by contrast, the large number of com- 
panies which still in 1955 were content 
with a purely formal report of this 


(ii) The tendency for larger com- 
panies to use larger reports. This may 
have been expected. Larger companies 
have larger numbers of shareholders, 
and the average cost per shareholder 
of the preparation of a report contains 
a large fixed element; the average cost 
per shareholder may not, therefore, be 
very different for a large report of a 
large company than for a small report 
fa small company. By contrast, how- 
eer, the extremes are interesting. 


Three companies in the second class 
(assets between £250,001 and 
£750,000) believed a 20-page report to 
be useful, whereas ten companies of 
the largest class were content with a 
4-page report. 

(iii) Overall, there was an increase 
of approximately 60 per cent. in the 
amount of paper surface used in the 
period. 

One further feature of the reports 
examined is an increase in the number 
of companies using a distinguishable 
cover. The absolute increase, as shown 
in Table 11, is accompanied by a more 
than proportionate increase in the use 
of covers among companies whose re- 

rts were larger than four pages. 
ae companies increased the number 
of pages without finding the expense 
of a distinguishable cover justified. 
Others added covers to what was es- 
sentially only a four-page report. 


(c) Long term comparisons 

Three features of the contents of 
the reports other than the usual finan- 
cial statements were examined: the in- 
clusion of long term comparisons, the 





REPORTS HAVING COVERS 

Size of Companies 1948 

1 : 7 
25 
13 
6 
12 
63 


Total . 


Total as % of reports exceed- 
ing 4 pages in size .. .. 
TABLE 11 


62 





NUMBER OF PAGES (INCLUQING COVERS) IN 1955 REPORTS 
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presentation of statistics or statements 
other than normal accounting infor- 
mation, and the use of illustrations. 

“Long term comparisons” includes 
comparative figures for a longer 
period than two consecutive years, 
whether the figures are of a financial 
or an _ operational nature. Other 
writers have observed that “a two year 
comparison is, in many cases, not 
sufficiently informative as to trends in 
financial position or operating results; 
and, in some cases, it may be mislead- 
ing, because the corresponding figures 
from the preceding balance sheet or 
profit and loss statement may be ab- 
normal and out of line with the trend 
over a longer period than two years.” 
Very few companies, however, seem to 
be willing to put the users of reports in 
possession of comparative figures for 
longer than two years; yet, in the ab- 
sence of this information the actions 
of the recipients of annual reports are 
likely to be less well-informed than 
they could be. 








PRESENTATION OF LONG TERM COMPARISONS 
1948 1955 

5 yrs. Over 5 yrs. Over 

orless 5 yrs. orless 5 yrs. 
1 
6 
4 
12 


Size of 
Companies 


Total for year 11 33 
Total as_ per- 
centage of all 
companies 13 


TABLE 12 








The concentration of cases in the 
group of largest companies is again 
noticeable, but even in 1955 only 30 
per cent, of the largest companies gave 
long term comparisons. 

Not only is the majority of cases 
found in the group of largest com- 
panies; long term comparisons occur 
mainly in the largest reports. The 
tendency is not to be understood, how- 


8. A. A. and G. E. Fitzgerald, Form and 
Contents of Published Financial State- 
ments, Butterworth & Co., Sydney, 1948, 
p. 55. (Italics in original.) 
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ever, as precluding or excusing smaller 
companies with smaller reports from 
giving comparative figures. Table 13 
shows that even some companies using 
4-page reports find room to give com. 
parative tables. 








SIZE OF REPORTS OF COMPANIES GIVING Long 
TERM COMPARISONS 

Size of Report 

he cc Sk Sa S08 ee 

Gee ND owe ee de Us) Si GK 

13 pages and over .. .. .. .. 7 


11 


1948 1955 
4 3 
a 


TABLE 13 








A comparison of this table with Table 
10 shows that less than half of the 
companies having reports of 13 pages 
and over gave long term comparisons 
in 1955. 


(d) Other statistics 

The financial statements are by their 
nature abstractions. They do not pur- 
port to do more than represent certain 
financial aspects of an undertaking; 
and even this they do only in a conven- 
tional manner. To gain any idea of 
the size of a business, of its scale of 
operations and the nature of its opera- 
tions, some other non-financial infor- 
mation is essential. In this study, the 
term “other statistics” includes any 
type of non-financial figures; it also 
includes analyses of certain financial 
details not apparent on the face of the 
financial statements, such as divisions 
of the income-pound, ratios and per- 
centages and funds statements, all of 
which put the recipient in a rather 
better position to grasp the significant 
aspects of a report. The frequency of 








Reports GIVING OTHER STATISTICS 
Size of Companies 1948 1955 
1 


2 
il 


Total as 


percentage of all 
companies .. .. .. <7 


TABLE 14 


The Australian Accountant, December, 1956. 





TRENDS IN CORPORATE REPORTING 


gcurrence of information of this kind 
is given in Table 14. 

The fact that in 1955 more reports 
included such information should not 
be allowed to obscure the very small 
proportion of companies (16 per cent. 
of all companies, 26 per cent. of com- 
panies having assets exceeding £1.5 
nillion) which in that year thought 
additional statistics worth giving. 

The additional statistics given were 
extremely varied in character. Almost 
eery type of information shown, in 
The Function and Design of Company 
Annual Reports, to be commonly given 
by companies having a progressive re- 
porting policy, is represented. Specific 
attention was paid to one type only. 
The funds statement has long been 
considered to be a useful way of in- 
dicating the factors which have given 
rise to the change in the financial posi- 
tion of a company between two balanc- 
ing dates. But few companies seem to 
be prepared to promote understanding 
by including a funds statement in their 
reports. Only one instance occurred in 
the whole group in 1948, in the report 
of a company of size class 2, registered 
in New South Wales. Seven instances 
oly were found in the 1955 reports: 
three in class 3; one in class 4; three in 
dass 5. Of these seven, five were in 
reports of companies registered in Vic- 
toria and two were in reports of com- 
panies registered in New South Wales. 


(e) Colour and illustration 

These are characteristics adopted to 
attract attention, to create a pleasing 
impression, to relieve the severity and 
formality of the report, and in the case 
of illustration to give a visual impres- 
sion, a more substantial impression, of 
acompany’s operations. Each of these 
ands is justifiable. 


Reports considered here to make a 
distinctive use of colour do not include 

ose using colour for comparative 
figures in the financial statements, 
those carrying a small medallion or 
trade mark in colour, or those printed 
on slightly tinted papers. The results 
are given in Table 15. The concentra- 
tions are apparent. 
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REPoRTS UsinG DISTINCTIVE CoLOUR 
(a) Size of Companies 


1948 


| & | 
ol] »e PROOF 


(b) Place of Registration 
New South Wales .. .. .. 
Victoria .. .. iS hl 
South Australia 
Queensland .. .. 
Tasmania .. pe At aia 
Western Australia ya wh. ob 


Total as percentage of 


all 
companies .. dé 


TABLE 15 








“Tllustration” (Table 16) includes 
photographs, diagrams, maps, graphs 
and sketches. 








REPORTS USING ILLUSTRATION: 
(a) Size of Companies 1948 1955 
oh 1 


9 
20 
16 
20 


66 


| & | QareIO bo 


(b) Place of Registration 
New South Wales .. .. .. 
Victoria .. . S baat hee ame 
South Australia Pye 
Queensland .. 
Tasmania .. » MOC 
Western Australia om adas 


24 
33 


i 
brow 


Total as percentage of = 
companies .. .. 


TABLE 16 








It is also of interest to note the num- 
ber of illustrations appearing in re- 
ports for 1955: 

1 illustration—12. 
2-4 illustrations—14. 
Over 4 illustrations—40. 

The use of illustrations and colour is 
not confined to any type of trade or 
industry, though there is a noticeable 
frequency in the engineering and auto- 
motive trades. 
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(f) Summary 


It may appear that to include com- 
parative figures, other statistics and 
illustrations in a report would require 
much more paper surface than many 
companies are prepared to pay for. 
This is not so. No calculation has been 
made of the utilisation of the available 
#4 surface in the reports examined, 

ut in most cases there is ample blank 
space to accommodate some details 
which would give recipients a more 
substantial impression of operations 
that the formal accounts and directors’ 
report give. Many companies allow 
statutory certificates to occupy more 
space than is necessary; many set out 
the financial statements in large type 
or in a very open style; and many re- 
a contain one or more completely 

lank pages. The impediment to more 
informative reporting appears, there- 
fore, to be a state of mind rather than 
the cost. 


III 
GENERAL CONCLUSIONS 


In the seven year interval between 
the dates of the reports examined, 
there have clearly been changes in 
many of the formal characteristics of 
company reports in Australia. The 
changes can generally be described as 
for the better. But a substantial pro- 
portion of companies still adhere to 
practices which have been officially 
criticised, and a larger proportion 
have taken no steps materially to im- 
prove the corpus of information on 
which recipients must act. 


The mere fact that the companies 
are the same companies in both years 
may suggest that a certain amount of 
inherent conservatism is responsible 
for the slow rate of change; and some 
people will, no doubt, believe that the 
general quality of corporate reporting 
has improved by a greater amount 
than the above analysis shows. This 
belief probably arises from the impres- 
sion created by the best reports, 
whereas this study proceeded from an 
intention to examine a group of re 
ports selected without any regard to 
their quality. 

Two general conclusions emerge, 
There are differences in the readiness 
with which innovations are adopted in 
the different states. This may be due 
to more active dissemination of ideas, 
or to closer relationships between firms 
in similar industries or between men- 
bers of the accountancy and secretarial 
professions, in some places than in 
others. It was hoped that some infer- 
ence could be drawn regarding the in- 
fluence of accountancy firms on the re 
ports of their clients, but the number 
of cases seems to be too small for valid 
inference. 

Secondly, innovation and amplifica- 
tion are not the prerogative of the 
large companies. Many companies hav- 
ing assets less than £1.5 million pub 
lish reports equal to the best of the 
larger companies. Imagination, appre 
ciation of the needs of the investing 
public (as distinct from statutory re 
quirements), and a belief in the value 
of knowledge on the part of all com 
pany supporters, are all that is neces 
sary. 
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THE AUDITOR, THE LAW 
AND 


E comment on my article, “The 

Auditor, The Law and Stock”, by 
Mr. Dalton (October Australian Ac- 
countant) contains some _ incorrect 
statements of law and interpretations 
of the words used, and in view of this 
some clarification is necessary. In 
order to be brief I will limit my com- 
ments to the final six points mentioned 
by him (using his lettering as refer- 
ence) and then set out some of the es- 
sential legal duties of an auditor. 


Opinion 

(a) The fact that the auditors are 
required to give their opinion was not 
stressed by me but this is what is re- 
quired. As mentioned by me the audi- 
tors are required to report “whether 
in their opinion the balance sheet re- 
ferred to in the report is properly 
drawn up so as to exhibit a true and 
correct view of the state of the com- 
pany’s affairs’’. 

Two important points are: 

(i) the auditors express “their opin- 
ion”. The auditors have a discretion 
and judgment to exercise as to what 
the law will consider to be sufficient 
information and explanations on which 
to form their opinion. The acceptance 
of a certificate as to stock—without 
any other enquiry—is not a way for 
the auditors to form their opinion. 
The necessary information and ex- 
planations on which the auditors form 
their opinion will vary for each par- 
ticular set of circumstances but must 
be such that the law will say “it was 
sufficient”’. 

(ii) “. . . the balance sheet is pro- 
perly drawn up so as to exhibit a true 
and correct view of the state of the 
company’s affairs.” 

This infers that a balance sheet ex- 
hibits “a true and correct view” and is 
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thus in accordance with fact and 
reality. The auditors therefore must 
consider whether the balance sheet ex- 
hibits a true and correct view and 
inter alia, whether the figure for stock 
does. 


True and correct 

(6) I did not suggest that “an audi- 
tor is called upon to ensure that a bal- 
ance sheet reflects ‘a’ or ‘the’ true and 
correct view”. An auditor does not 
ensure anything in respect of a balance 
sheet; he reports thereon but before 
doing so must consider whether the 
balance sheet does or does not “exhibit 
a true and correct view”. 

The words “only an opinion (ex- 
pert)” used by Mr. Dalton may sug- 
gest any opinion however formed 
would discharge the legal duty—but 
this is not so. The acceptance of a 
certificate as to stock without any 
other enquiry is not a consideration of 
whether the “stock” exhibits a true and 
correct view. 


Standard for reasonable care 

(c) The third point mentioned by 
Mr. Dalton namely “a standard for 
‘reasonable care’” opens up many con- 
siderations of jurisprudence, but briefly 
the “standard” of reasonable care is 
not a finite standard. What is reason- 
able to one expert is not to another, 
what was reasonable in 1895 is not 
necessarily so in 1956; and it cannot 
be said legally in every case: “If I do 
this I have taken reasonable care.” 

Earlier in his comments Mr. Dalton 
writes: “it is pertinent to ask how the 
courts determine the matter of reason- 
able care, or whether an auditor’s 
opinion is one which is truly that of an 
expert (and therefore justifiable) or 
whether he has failed in his duty”; 
he answers that “prominent members 
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of the profession are called and asked 
to state what they would, or would not, 
have done in the circumstances of a 
given case”. This statement is not the 
correct legal position. Firstly, the 
words, “and therefore justifiable”, are 
not a result or consequence at law of 
the previous words. The fact that an 
Opinion is that of an expert does not 
make it legally justifiable, or dis- 
charge the legal duty of the auditors. 
Secondly, prominent members of the 
profession may be called (as may any- 
one) either by the defendant or plain- 
tiff as witnesses—witnesses either for 
or against—and the court may or may 
not admit these as expert. Two things 
are most relevant, namely: 


(i) The court cannot of its own 
volition call an expert. If the expert 
witnesses were not called by the 
parties, the alleged means of ascertain- 
ing the “standard” has gone. The 
court must decide, with or without the 
evidence of the experts, on “the par- 
ticular circumstances of each case”. 
A recent case (Southern Railway of 
Peru v. Owen (Inspector of Taxes), 
[1956] 3 W.L.R. 389) illustrates how 
a court can make a decision on account- 
ing principles even though it has not 
“expert opinion”. (The evidence of 
the expert witnesses is but part of the 
total evidence and will be considered, 
along with all other evidence ad- 
mitted.) 

(ii) The expert witnesses may be 
called by both parties, and they may 
not be of the same mind. (Reference 
to cases in which experts are called 
will support the contention that “ex- 
perts” may fail to agree). 


The court must decide whether or 
not the auditors failed in their duty 
upon the particular circumstances of 
each case. The standard “reasonable 
care” is indetermined and “expert wit- 
nesses”, even if available, do not of 
themselves make a standard. 


The “standard of reasonable care” 
is but another way of saying that the 
court will decide each particular case 
on the evidence placed before it, and 
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this type of standard has been rm 
cently criticised by some jurists. Such 
a criticism is that of Professor J, 
Stone, who writes: “when Courts ar 
required to apply such standards x 
fairness, reasonableness . . . etc., judg. 
ment cannot turn on logical formulas 
tions and deductions but must includ 
a decision as to what justice require 
in the context of the instant case,”! 


Such a “standard” has been said tp 
be a means of adapting law to social 
change, and one has only to consider 
two recent decisions of interest to a- 
countants (one, where a trade union 
was granted legal status though de 
nied it for forty years (Bonsor y. 
Musicians’ Union, [1956] A.C. 104) 
and the other, the time and place of 
acceptance of an offer in respect of 
telex communication (Entores Lid. v. 
Miles Far East Corp, [1955] 2 QB. 
827)) to see that law is being adapted 

With a “standard of reasonable 
care”, the court could make a decision 
in respect of the auditor’s duty with 
out going against a previous decision, 
because the circumstances of each cas 
must be different as the time is differ- 
ent. It is also to be remembered that 
dicta are not the actual decision but 
rather statements explaining or sup 
porting the decision. A similar d 
cision may be supported by contradict 
ing dicta. 

There is evidence that some sections 
of the auditing profession have not a- 
cepted “reasonable care” as a finite 
“standard”, and are aware that the law 
will adapt itself to social change. 
Some professional associations, in the 
U.S.A. in particular, prescribe a “stal- 
dard” audit procedure and any dé 
parture therefrom must be justified by 
the auditor if he wished to remain 4 
member of that association. Profes 
sional bodies in Great Britain and Aus 
tralia have also issued “standard state 
ments. ; 

The “standard of reasonable care” is 
not a logical and finite measure and is 
not known until a decision has beet 
made in each particular case. 





1. J. Stone: The Province and Function of 
Law.,, p. 186. 
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True and correct 

(d) The fourth suggestion by Mr. 
Dalton that the words “true” and “cor- 
rect” are subservient to the word 
“opinion” infers in the ultimate that 
because auditors are required to give 
their opinion it is unnecessary for 
them to consider about what they give 
their opinion. The auditors must con- 
sider whether the balance sheet does 
or does not exhibit “a true and correct 
view’, before expressing their opinion 
on the matter. 

In regard to the meaning of the 
words “true and correct” an under- 
standing of the legal duties of audi- 
tors is assisted by a consideration of 
the meaning of the words used to set 
out those duties. 


Audit procedures 

(e) The several procedures men- 
tioned, which are neither exclusive nor 
recommended for each case, may be 
part of an efficient check of stock. 
There is no legal requirement that the 
auditors must undertake or be present 
at any or all stocktakings, but rather 
that the monetary figure for stock in 
the balance sheet represents a valua- 
tion of stock which is in existence and 
that, after obtaining sufficient infor- 
mation, the auditors are convinced that 
the figure is a true representation. The 
two points involved are existence and 
valuation. 

The auditors do not “automatically 
become responsible in the event of later 
discoveries of defalcations”. There is 
no automatic responsibility or no way 
of automatically excluding responsi- 
bility. The auditors have a legal duty 
to perform, and though there is no 
“court ruling which constitutes a gen- 
tal prohibition of the certificates”, 
there is no ruling which suggests that 
the acceptance of a certificate of stock 
automatically absolves the auditors 
from liability, or that it is of any legal 
assistance in limiting liability. The 
auditors must in each case be prepared 
to defend the action they took. The 
action to be taken lies somewhere be- 
tween no action and a complete stock- 
taking, and in each case the auditors 
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must decide what they think the law 
will consider is sufficient. 

A court has never considered that a 
certificate of stock alone has been suf- 
ficient to absolve the auditors from lia- 
bility, and because of the increased im- 
portance of stock, the changed relation- 
ship of management and ownership, 
the improved techniques of accounting 
for and controlling stock, and the ten- 
dency of legal decisions, the auditors 
of 1956 have a greater responsibility in 
regard to stock than the auditors of 
sixty years ago. 

An efficient check, not necessarily a 
complete check, of the physical exis- 
tence of stock reveals information on 
which the auditors form their opinion. 
A greater or lesser check will accord- 
ingly reveal different information and 
thus must influence the opinion formed. 


Certificate of stock alone 

(f) The last point made by Mr. Dal- 
ton is: “In thousands of small com- 
panies stock control is crude, and while 
auditors may recommend efficient 
methods they cannot demand them. 
While this is so reliance upon certifi- 
cate must be resorted to.” 

This presents as alternatives, “stock 
control” or “certificates”, when in fact 
there are many more possibilities. The 
very fact that “stock control is crude” 
should mean that the auditors must 
give far greater consideration to the 
verification of the asset, stock, shown 
in the balance sheet. The auditors’ 
legal responsibility is directed towards 
the balance sheet and not to any sys- 
tem of stock control. When stock con- 
trol is absent the auditors have lost 
one of the aids, and an important one, 
in considering whether the balance 
sheet does “exhibit a true and correct 
view” and it would be in just such a 
case that, legally, the auditors must do 
more than accept a certificate. The 
auditors must make other enquiries and 
checks, and in the ultimate need not 
give a clear report. Companies are re- 
quired to prepare annual stocktaking 
sheets and these at least should be 
available to the auditors. 

The statement by Mr. Dalton that 
“reliance upon certificates must be re- 
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sorted to in the absence of stock con- 
trol” is contrary to any statement of 
the legal duty placed on auditors. 
“Reliance upon a_ certificate” en- 
deavours to circumvent the legal re- 
sponsibility of auditors, and there is 
no evidence in past legal cases of legal 
acceptance of such a procedure. Each 
decision will rest on the particular cir- 
cumstances of the case and for the 
auditors to do no more than accept a 
: ae would be almost indefen- 
sible. 


Legal duties of auditors 

The legal duties of auditors in rela- 
tion to stock may be set out in general 
terms as follows: 

(1) The primary responsibility for 
the accounts rests with the 
directors. 

The auditors are required inter 
alia to report “whether in their 
opinion the balance sheet re- 
ferred to in the report is pro- 
perly drawn up so as to exhibit 
a true and correct view of the 
state of the company’s affairs 
according to the best of their in- 
formation and the explanations 
given to them and as shown by 
the books of the company.” 

In order to report, the auditors 
must consider inter alia whether 
“stock” in the balance sheet ex- 
hibits “‘a true and correct view”, 


(2) 


and to do so must consider 
whether the stock does exist, 


(4) (a) There is no legal ground for 

suggesting that the auditors can 
discharge their legal duty by ae. 
cepting a certificate in regard 
to stock without obtaining any 
other information and explana- 
tions. 
(b) The place of stock in a com- 
pany’s balance sheet has be 
come increasingly important, 
and this has increased the re 
sponsibility of the auditors in 
respect of the legal duty to be 
performed. 


The auditors can only perform 
their legal duty when they have 
obtained sufficient information 
and explanations to form their 
opinion. What is sufficient in- 
formation and explanations will 
depend on the circumstances of 
each particular case and is de 
termined by the law, not bya 
particular auditor. 

The auditors must make what 
they think the law will consider 
(if necessary) sufficient en 
quiries and these enquiries 
should be directed to ascertain- 
ing: 

(i) the physical existence of 

stock, and 
(ii) the basis of valuation of 
such stock. 
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Some observations on points raised 
by Mr. R. C. Dalton, “The Auditor, 
the Law and Stock’, October issue. 


AN AUDITOR’S OPINION 


A. A. Forster, F.A.S.A. 


“Now, I apprehend that the true way to use 
authorities is to examine the principle upon 
which they are based, and to follow the prin- 
ciple. If located in any other way, decisions 
may often be erroneously used.”—In re 
Moore, Moore v. Moore, [1901] 1 Ch. 691 at 
p. 695; 70 L.J.Ch. 321 at p. 323, Buckley J. 


prom dicta of Lord Justice Lindley 
have always been, and still are, of 
considerable importance to the ac- 
counting profession but professional 
standards have certainly not remained 
static for over sixty years. As a 
matter of fact no one of us is able to 
say, with certainty, what is the stand- 
ard in the year 1956 which the courts 
would adopt, for the reason that, until 
litigation is under way, we do not know 
what would emerge as the consensus 
of opinion in relation to many areas 
of professional work—including the 
verification of the asset “Stock on 
Hand.” We do know very well, how- 
ever, that professional standards have 
developed over that period of sixty 
years and that in recent months atten- 
tion has been focused sharply upon 
this matter of Stock on Hand.' This 
much may be said with assurance: any 
professional auditor who relies upon 
the dicta of the most learned Justices 
of sixty years ago and ignores the de- 
velopment of professional standards 
since that time may dangerously mis- 
inform himself as to the extent of the 
duty of care which he owes to the 
members or other parties for whom he 
s acting. This point is exemplified by 
the fact that there have been, over the 
years, significant developments in the 
elds of accounting and management. 
Similar developments have taken place 


lL Se ec. “Audit Tests to Tighten up 
Stock Valuation,” S. R. Brown and A. A. 
tte, Financial Review, 15 March, 
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in the field of professional practice 
which, since its prime purpose is to 
serve the commercial and industrial 
world, must constantly adapt itself to 
the ever-changing method of com- 
merce. 

My attention has been drawn to a 
recent decision of the House of Lords, 
21 June 1956, which, in a striking 
manner, confirms this view by exhibit- 
ing the trend of judicial thought in 
England on legal precedents and ac- 
counting principles. The case in point 
is Southern Railway of Peru v. Owen, 
[1956] 3 W.L.R. 389, where Lord Rad- 
cliffe said: “. . . and our task is not 
made any easier by the knowledge 
that, though the law with its system 
of precedents may sometimes seem to 
stand still (I hope that it does not), 
it is quite certain that the techniques 
and practices of commercial account- 
ancy are very far from static .. .” 
(p. 399). He also said (at p. 405): 
“... I should view with dismay the as- 
sertion of legal theories as to the ascer- 
tainment of true annual profits which 
were in conflict with current account- 
ancy practice and were not required by 
some special statutory provision of the 
Income Tax Acts...” Finally (at p. 
406) Lord Radcliffe went on to say: 
“, . there is nothing in the evidence 
or the Special Commissioners’ finding 
which supplies an answer to what I 
regard as the vital question relevant 
to these cases—is the sum provided an 
essential charge against the receipts of 
the trade in order to enable a true 
profit from that source to be stated for 
the year in question? And, as I see it, 
such a question cannot be answered 
just by one man’s opinion. It is im- 
portant to know how far it is sup- 
ported by accepted theory or estab- 
lished practice . . .” 
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In terms of a right understanding 
of cases affecting auditors, and this is 
the main theme of these observations, 
perhaps the main trouble is that, in 
general, the accountant’s professional 
training does not always provide him 
with a sufficient insight into case law, 
“that codeless myriad of precedent, 
that wilderness of single instances,’? 
nor develop in him the art of scooping 
out the kernel of a case, the part which 
is said to possess authority, the ratio 
decidendi, that is to say, the essential 
items in the judgment linked with the 
rule of law upon which the decision is 
founded. “The reason and spirit of 
cases make law; not the letter of parti- 
cular precedents.” Fisher v. Prince 
(1763), 3 Burr. 13638, at p. 1364, Lord 
Mansfield C.J. 


The ascertainment of the ratio de- 
cidendi of a case depends upon “a pro- 
cess of abstraction from the [reason- 
ing related to the] facts that occurred 
in it’;? we are concerned of course 
with legally material facts not merely 
the interesting facts. This process of 
abstraction may be taken to progres- 
sively higher levels yielding progres- 
sively wider rationes decidendi. Again, 
in order to be assured that one has pro- 
perly assessed the rule established or 
applied in a particular case, a know- 
ledge of other authorities (and the 
hierarchy of authorities) is necessary, 
not only as to the questions of appeal 
and reversal by a higher jurisdiction, 
but also to avoid drawing out of the 
case too wide a rule or one inconsistent 
with earlier decisions. 

Professor G. L. Williams‘ also draws 
attention to other circumstances affect- 
ing the weight of a decision if the case 
is not absolutely binding on the court 
before which it is cited or if on the 
facts of the later case it is capable of 
being distinguished or extended at the 
pleasure of the court. Among those 
which then add to its authority he 





. From “Aylmer’s Field,” Tennyson. 

. Learning the Law, Professor G. L. Wil- 
liams, 3rd ed., 1950, Stevens & Sons Ltd., 
p. 61. 


. Ibid., p. 73. 


mentions: the eminence of the particu. 
lar judge or judges who decided it, the 
large number of judges who took part 
in it, and the fact that the judgment 
was a “reserved” one, i.e., not de 
livered on the spur of the moment (in. 
dicated by “c.a.v.” at the end of the 
arguments by counsel: curia advisare 
vult, the court wishes to consider), 
Among those things which detract 
from its authority he refers to: the 
presence of strong dissenting judg. 
ments (e.g., that of Denning, L.J., in 
Candler v. Crane Christmas & (Co,, 
[1951] 2 K.B. 165), the fact that the 
majority do not agree in their reason- 
ing but only in their result, the dis. 
approval of the (legal) profession, and 
the fact that the case was taken on 
appeal and that the appeal went off on 
another point. 


Then, too, in the process of reading 
a@ case in the light of other cases the 
ratio decidendi may not be the one 
that the judge who decided the case 
would have chosen but it may be that 
one that will be approved by a court 
that has to decide the matter in the 
future. Briefly then there may be more 
than one ratio decidendi (with ascend- 
ing degrees of generality) and the 
phrase “the ratio decidendi of a case” 
may mean either the rule the judge i» 
tended to lay down or the rule that it 
is later conceded he had the power to 
lay down. On this question of “dis 
tinguishing” cases, the courts com- 
monly say in relation to some earlier 
decision that the earlier judges “were 
speaking of, and their language must 
be understood by reference to, the par- 
ticular facts which were brought be 
fore them in that case.” The limit of 
this process is reached when a judge 
says that the precedent is an authority 
only “on its actual facts.” 


Finally, whilst it may be most im- 
portant to know the ratio decidendi of 
cases decided in the past, it is also im- 
portant to consider the ratio probabilis 
decidendi. In other words we should 
today concern ourselves not only wi 
what was the view of the court i 
1895, but with what would be the view 
of the court if litigation were pr 
ing before it in 1956. Case law is at 
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ways adapting itself to ng con- 
ditions of life in general, including of 
course commercial conditions, methods 
and practices. 


It is significant, I think, that al 
though Dicksee mentions both of the 
cases cited by Mr. Dalton, neither case 
is cited in any of the leading works on 
company law where they come to deal 
with the sections concerning accounts 
and audit. Moreover I think that Mr. 
Dalton has drawn altogether the 
wrong conclusions from his reading of 
them. The first of those cases is Col- 
mer v. Merrett, Son & Street (1914), 
§0 Acct.L.R. 21, and is referred to by 
Dicksee® as “‘a case of some importance 
raising the responsibility of an investi- 
gating accountant for failure to dis- 
cover errors in the books.” 


It is true that Merrett, Son & Street 
were the auditors of the company (F. 
Bradley Ltd.) and that the balance 
sheet which they had reported upon as 
auditors was challenged by Mr. Colmer 


who had invested £2,500 in the com- 
pany which he did after enquiry had 


made by Merrett, Son & Street 
and a report made by them upon the 
business conducted ‘by the company. 
Mr. Colmer was advised by Merrett, 
Son & Street that the business was a 
sound one, and was making profits, but 
it was discovered after a short time 
that, instead of being a flourishing 
concern, it was worked at a very 
rious loss. The result was that Mr. 
Colmer lost all but £300 of the £2,500 
invested. The company was formed in 
April 1909, and the first balance sheet 
«amined by the auditors, as such, was 
drawn at 28 February 1910, the ac- 
eunts covering a period of nine 
months. Mr. Justice Lush, in summing 
eenawed that “with regard to the 
ebruary balance sheet, however care- 
less the defendants (Merrett, Son & 
Street) might have been they owed no 
duty to anyone but F. Bradley Ltd.” 
He went on to say that the burden was 
m the plaintiff (Mr. Colmer) to prove 
that the work which the defendants 
(Merrett, Son & Street) did in the pre- 


5. Dicksee’s Auditing, 17th ed., p. 705 
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paration of the October, 1910 balance 
sheet was negligent—work involving 
an examination and report made in ro 
lation to an approximate balance sheet 
drawn at 31 tober 1910 (accounts 
for an eight months period) and pur- 
suant to instructions to act as investi- 
gating accountants. (The work was 
completed in three days.) As investi- 

ting accountants Merrett, Son & 

treet did not verify the managing 
director’s statement as to the stock on 
hand or check the stock with him 
whereas, Mr. Colmer alleged, that was 
one of the things Merrett, Son & Street 
undertook to do. 


The case dealt with a claim for 
damages for alleged negligence, and 
Mr. Justice Lush said, during the 
course of his judgment, that “negli- 
gence meant, in law, breach of duty 
which one person owed to another who 
— him to render certain services, 

y not bringing to bear that reasonable 
skill and care which a professional 
man impliedly undertook that he would 
use...” The case is, for these reasons, 
illustrative of the rules relating to the 
accountant’s liability in law for negli- 
gence, viz. that before such liability 
arises* it must be shown that there 
was owed to the plaintiff by the de- 
fendant a duty of care (then, what was 
it and what was its extent?), that 
there was a breach or failure of such 
duty, and that damage was suffered by 
the plaintiff as a result of such breach 
or failure. £250 damages were assessed 
as flowing from the work done on the 
October balance sheet, 


Colmer v. Merrett, Son & Street is 
certainly an interesting case, but it 
relates to investigating accountants 
rather than to auditors. It did not de- 
cide or lay down, as a rule of law in 
relation to a general purpose audit 
governed by the Companies Acts of the 
Australian states, that (to quote Mr. 
Dalton) “where it is possible to recon- 
cile stocks with sales and purchases 
from year to year it should be 
done...” That may well have been a 





6. “Liability of Accountants for Negligence,” 
S. R. Brown, Australian Accountant, Oc- 
tober, 1953, p. 415. 
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cogent observation in the particular 
case but the point was not decided as 
a@ general rule. 


The second case cited by Mr. Dalton, 
re The Liverpool and Wigan Supply 
Association Ltd., was one decided in 
the Liverpool Court of Bankruptcy in 
1907. The liquidator moved for an 
order under s.10 of the Companies Act 
1890 (see, on a comparative footing, 
8.308 of the New South Wales Com- 
panies Act 1936). Dicksee’ draws at- 
tention to the substance of the decision 
in this case, viz., that to establish a 
claim for misfeasance it must be shown 
that the company has sustained an ac- 
tual loss. Mr. Dalton, however, quotes 
His Honour, Judge Thomas, as saying 
that “an auditor was negligent should 
he rely on statements by directors and 
fail to report this fact to members,” 
and implies that this case lays down a 
general rule to that effect. Mr. Dalton 
clearly does not portray fairly what 
the learned Judge did say, and for this 
reason the following extract from the 
judgment should be given: “In this 
case I think that the auditor was negli- 
gent as an auditor in the sense that he 
relied on statements made to him by 
the directors and did not put into his 
certificate the fact that he was relying 
on the statements of the directors. The 
auditor did not disclose that there was 
no cash book and if it were material in 
this case to say so, I think the auditor 
ought to have disclosed it. I don’t think 
he ought to have accepted the state- 
ments of a director as to the taking of 
stock . . . [but] no evidence has been 
brought before me to show that the 
assets of the company have been 
diminished by anything the auditor 
has done and these proceedings, I 
think, must fail.” 

This additional information from 
the judgment in this case is only of 
importance in the process of “correct- 
ing the record” for the decision is by 
a judge of a court of “inferior juris- 
diction’”® and in consequence is not a 


binding precedent even if it purported 
to be one. It was a decision of a county 
court. Such courts, like our own dis. 
trict courts, are said to have “inferior 
jurisdiction,” i.e., relative to a higher 
or superior court (such as our ow 
High Court). The remarks made by 
the judge in this case are only obiter 
and even if uttered in a superior court 
have only persuasive as distinct from 
authoritative force. Apart from all 
that they are clearly only related to the 
facts of this particular case and are 
not designed to be of general applica- 
tion. 


After citing the two cases reviewed 
here, Mr, Dalton goes on to refer to 
the not uncommon practice of includ- 
ing in the auditor’s report a qualifica- 
tion covering stock (which usually 
takes the form of a statement by the 
auditors that, e.g., “we have accepted 
the certificate of the Managing Direc- 
tor as to the value of stock on hand”). 
This, Mr. Dalton observes, “tells the 
full story to members who may, if they 
care to, raise queries in general meet- 
ing...” There is substantial support 
for the view that such a qualification 
does not of itself protect the auditor. 
For this reason one observes fre 
quently that no‘such qualification as 
to stock is included in the auditor’s re 
port, the auditor receiving a compre 
hensive certificate from management 
as something ancillary to his other 
verification procedures relating to 
stock. He may not in all cases rely on 
the certificate alone; often he [ollows 
detailed and extensive procedures re 
lating to the verification of stock wm 
hand. If there are grounds for dis 
satisfaction as to the asset Stock on 
Hand, then it is the auditor’s clear 
duty to convey to the members in the 
report, in direct and express termi, 
any information which it is thought 
proper to be communicated to them; 
merely to say so much as to put mem- 
bers on enquiry would not be a proper 
discharge of that duty. 


ow 





7. Dicksee, op. cit., p. 658. 
8. “The whole theory of our system is that 
the decision of a superior Court is bind- 
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ing on an inferior Court”: Merry 
Nickalls, [1872] L.R. 7 Ch. 733, at p. 751; 
41 L.J.Ch. 767 at p. 771, James LJ. 


The Australian Accountant, December, 1966. 
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emcent years, the Australian money 
market has been considerably diversi- 
fed New forms of securities have 
ben introduced, to cater for various 
types of investors and to meet the needs 
of particular kinds of companies. The 
various forms of debt include deben- 
tures, notes and deposits. 


The rapid growth of financial inter- 
mediaries such as life assurance com- 
panies' and pension funds? has assisted 
the development of new types of debt. 
Because their obligations are fixed in 
money terms and because of the trustee 
uture of their responsibilities to their 
wlicy-holders and contributors, these 
fnancial institutions like to have safe 
money assets as a large proportion of 
heir total assets. Because of the low 
jields on government bonds, especially 
for 1945-51, together with their already 
urge holdings acquired during World 
War II, these financial institutions 
creased their portfolios of money 
usets other than government securities. 
The yields on these money assets, such 





L These facts can be deduced from an 
examination of the reports of life assurance 
companies and from Commonwealth Year 

ks or Finance Bulletins. Despite the 
income tax rebate on dividends received, 
the life companies’ holdings of preference 
thares are not relatively large. But the 
tebate might largely account for the 
number of new preference share issues. 


t An indication of the size of pension funds 
is given in Survey of Private Superannua- 
Schemes 1951-52, Commonwealth 
Bureau of Census and Statistics, Canberra. 
ts of separately constituted funds, not 
Managed by life assurance companies, 
totalled £96.6 million. References in com- 
pany reports to contributions to pension 
or similar funds and to the size of these 
ds indicate a rapid growth. 
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as company debt*, although higher than 
the yields on government securities, 
were still comparatively low in the 
period 1945-51. In the period 1951-55, 
the life assurance companies have put 
the most of the increase* in their assets 
into higher yielding money assets such 
as loans on mortgage, much of which 
represents company debt, and into 
debentures. This policy may be also to 
avoid complications of control as might 
arise with ordinary shares. Factors 
such as the World War II and post- 
war Commonwealth Government loan 
campaigns, public utility loan raisings 
and higher real incomes more equally 
distributed, widened the circle of poten- 
tial lenders. 

The actual forms of security were 
developed by the borrowers and under- 
writers who think they can induce or 
educate prospective lenders to subscribe, 
Securities are just as much sold as 
bought. However, there may be 
fashions in the introduction of new 
forms of securities in a developing 
money market. Investors like novelty 
in order to diversify their portfolios. 
From 1947 to about 1952, there was an 
epidemic of subdividing the face value 
of shares. In 1955 and 1956, a number 
of companies raised preference divi- 
dend rates, even when no issues of 
preference shares were envisaged. The 
1956 burst of unsecured note issues 


3. An examination of company balance sheets 
for the period from 1945 to the end of 
1951 sometimes reveals items such as 
mortgage debentures, or unsecured notes, 
bearing interest from 4 to 4% per cent., 
with this debt not listed, and sometimes 
repayable in instalments. These facts 
suggest the holders to be life offices. 


4. See footnote 1. 
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could be partly caused by this factor of 
fashion and novelty. 


Prior to the start of World War II in 
1939, medium and long term company 
debt finance was very little used. Com- 
pany debenture finance virtually re- 
started in 1945 with the £1 million 4 
per cent. issue by Felt and Textiles of 
Australia, and the £2} million 3% per 
cent. issue by the. Australian Paper 
Manufacturers. Debenture issues be- 
came more common from 1949 onward. 
A hire purchase company, Industrial 
Acceptance Corporation, commenced 
short-term borrowing by both deben- 
tures and deposits in 1950, forms soon 
followed by other finance companies 
and later by other companies. The year 
1950 also witnessed the introduction of 
both types of unsecured notes, con- 
vertible and unconvertible, with Henry 
Berry & Co. (Australasia) Ltd. being 
the borrower in the former case, and 
Myer Emporium Ltd. in the latter. In 
1952, the first share options accompany- 
ing unsecured notes were issued, Repco 
being the borrower. Deposits became 
more popular. The latest developments 
in 1956 include the introduction of 
cumulative compound interest debt, 
Industrial Acceptance Corporation 
being the borrower. The popularisation 
= variable interest notes occurred in 
1956. 


Rigidity and flexibility 

Subject to the minimum standard of 
security necessary to interest prospec- 
tive lenders and underwriters, a com- 
pany can offer different degrees of 
security backing a debt. The standards 
and types of security in relation to both 
income and assets vary greatly. Typical 
standards relate the total amount of 
permissible borrowing to such items as 
net tangible assets, “liquid” assets and 
shareholders’ funds. At the time of an 
issue of debt, total permissible interest 
payments on the debt issued, if any, 
and proposed to be issued, can be subject 
to a particular relationship with the 
latest year’s profits before taxation. 
The company can offer mortgage deben- 
tures, unsecured notes or deposits. 
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Debentures, giving a charge over the 
assets, rank ahead of unsecured notes 
and deposits. The debt may or may not 
be eventually listed on a stock exchange, 
Some debentures and unsecured notes 
are marketable, while deposits are not, 


A company can use all three forms, 
In addition, a company can issue debt 
and shares together, specifying as a 
condition of the issue that both debt 
and shares must be taken up. The debt 
can be issued at par, or at a discount or 
at a premium. It can be payable in full 
or by instalments. The object of an 
issue will influence the form and terms. 


It is considered undesirable to finance 
expenditure on long-term physical 
assets by means of short-term borrow- 
iny. This is the problem of balancing 
cheap risky short-term finance against 
costly and safer long-term finance, 
There is a conflict between cheapness 
and risk The long-term interest rate is 
normally above the short-term interest 
rate. If at any time all interest rates 
were equal, and other determining fac- 
tors were constant, then borrowers 
would tend to prefer borrowing for 
long periods and lenders would tend to 
prefer lending for short periods. 


The actual forms of debt will vary 
according to the circumstances and 
types of lender® and borrower. Thus 
some lenders prefer income certainty, 
others capital certainty. Some conceive 
income or capital or both in money 
terms, others view them in purchasing- 
power terms. Some lenders are specula- 
tive. Some take a long-term view, 
others a short-term view. Those lenders 
with a high preference for liquidity will 
desire readily shiftable or marketable 
securities such as those listed on 4 
stock exchange, or easily redeemable 
from the company, or both. On the other 
hand, borrowers have more regard to | 
the destination of the proceeds of the 
issue, as well as to the types of pros 
pective subscribers. But it is difficult 
to disentangle the actual destination of 
the funds so raised, though an analysis 
of comparative statements, with the 
aid of funds statements, can indicate 





5. See B. Tew, Wealth and Income, Melbourne 
University Press, 1950. 


The Australian Accountant, December, 1956. 
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the general flow. The new forms of 
debt raise problems in the analysis and 
interpretation of company reports. The 
type of enterprise has to be considered. 
The nature of its operations, the demand 
for its output, and the present financial 
structure all influence the form of debt. 
Banks and mining companies can be 
contrasted. Many finance enterprises 
utilise relatively more short-term debt 
than do industrial companies, but there 
are finance companies which do not use 
short-term debt. 


The traditional dislike of debt is 
explained by the possibility that the 
introduction of debt creates rigidity in 
the financial structure of an enterprise. 
Fixed interest magnifies the relative 
fuctuations of profits. Interest commit- 
ments could prove embarrassing. The 
danger of redemption of debt during 
dificult times could ruin an enterprise. 


Variable interest debt 


The usual arguments concerning 
interest rigidity are based upon a fear 
that during a bad period a company, 
mable to meet the interest burden, may 
be forced to cease operations because of 
that burden, whereas under ordinary 
share financing it might be able to 
survive. However, fixed interest rates 
for debt are not necessarily inevitable. 
What is to stop the issue of variable 
interest debt? Recent Australian 
«amples, both in 1956, of the 7-9 per 
tnt. £1 variable interest unsecured note 
issues, each of £14 million, by Olympic 
Consolidated Industries, dated 31 May, 
1956, and by Ampol Petroleum, dated 
{July, 1956, come to mind. In both 
these issues the conditions concerning 
interest rates are broadly similar. 

ere is a minimum annual rate of 7 
ber cent. with a right to participate up 
oa maximum of 9 per cent. This par- 
tiipation is based on dividend rates. 
The Colonial Sugar Refining Company 
tmmenced to issue, late in 1949, 
Variable interest debentures to its 
‘mployees. According to the General 
Manager’s Report of 3 November, 1949 
shareholders, the initial interest 
tates, based upon dividend rates, could 
vary from a guaranteed minimum of 
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4 per cent. up to a maximum of 6 per 
cent. per annum. In all these above 
cases, there is no loss of the Australian 
taxation advantage. Further, is there 
anything to prevent a company from 
offering debt, the interest rate on which 
varies with dividend rate within limits 
of, say, a minimum of 3 per cent. and a 
maximum of 10 per cent.? This could 
be called a kind of participating debt. 
An issue such as this would contain a 
high degree of flexibility, as well as 
presumably obtaining the taxation 
deduction. 


Another type of variable interest 
debt is illustrated by the variable 
interest stock issued by the Southern 
Electric Authority of Queensland. The 
rate of interest on this stock is fixed 
at 2 per cent. above the rate paid on the 
non-short-term loan last issued by the 
Commonwealth Government during the 
preceding financial year ended 30 June. 
True, the Southern Electric Authority 
is a semi-government authority, but 
there is nothing to prevent the principle 
of relating interest rates on debt to 
government bond rates from being 


adopted by companies. If government 
policy favours low rates of interest, 
directly affecting government rates, 
during general depressed conditions, 
then this type of debt would assist com- 
panies possessing nation-wide interests. 


To go the whole distance and make 
a debt completely flexible, with interest 
rates geared to some type of gross 
income before the deduction of interest, 
up to some specified maximum interest 
rate is feasible. There may be a mini- 
mum percentage. Perhaps the chief 
difference between this type of debt and 
redeemable preference shares with limi- 
ted participating rights to further divi- 
dends, is that the interest on the debt, 
additional to any minimum percentage, 
must be paid if any income has been 
earned, without regard to the financial 
position. On the other hand, in the 
case of redeemable preference shares, 
there is some latitude in paying divi- 
dends. 


Another way of introducing flexibility 
in the case of variable period debt is 
by specifying separate interest rates 
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for different periods. Thus a deposit, 
or debenture stock for a fixed period 
of, or callable upon the giving of notice 
of, say, three months, might bear inter- 
est at 34 per cent; six months 4 per 
cent; and one year 5 per cent. Fixed 
periods could include eighteen months 
at the rate of 5 per cent. per annum, 
two years at 6 per cent; three years at 
64 per cent and five years at 7 per cent. 
This contrasts with some debt issues 
in which the rate of interest is the same, 
regardless of the period chosen by the 
lender. 

One way to reduce the immediate 
cash burden of interest payments is to 
offer cumulative debt. Here the debt is 
cumulative in the sense that interest is 
automatically retained by the company 
and added to the debt. In short, the 
compound interest method operates with 
certain periodical reinvestments. 


Redemption provisions 

With respect to the rigidity of 
redemption dates, a company might 
offer irredeemable debt, or debt redeem- 
able only at the company’s option, or 
both. Two examples of irredeemable 
debt are the Consols of the United King- 
dom National Debt, and the irredeem- 
able debenture stock of the Emu Bay 
Railway Co. Ltd. A company may 
specify no particular redemption date, 
but on the giving of a certain period’s 
notice by either party, redemption will 
then occur. A minimum period for 
holding the debt may be stated. 

Flexibility can be introduced by 
specifying different redemption dates 
at the time of issue, and requiring the 
applicant to choose one of the dates. 
Thus Ampol Petroleum’s 1956 unsecured 
note issue allowed a choice of twelve, 
fifteen or twenty years’ currency. The 
issue made in 1956 by Olympic Con- 
solidated Industries specified 1966, 1971 
or 1976 as redemption dates. In both 
issues the rate of interest was the same 
regardless of the redemption date. How- 
ever, it is possible to have different 

riods, each with a different rate of 
interest. 

A company may specify a period for 
redemption. Thus Imperial Chemical 
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Industries of Australia and New Zes- 
land in their £3 million 44 per cent, 
debenture issue (prospectus dated 28 
April, 1952), indicated a currency of 
twenty years, but also provided for the 
debt to be redeemable any time after 
fifteen years at the company’s option, 
An interesting variant of stating 
redemption periods under different con- 
ditions is the 5 per cent £1 million 
mortgage debenture issue made by 
Kraft Holdings in 1953. The debentures 
are redeemable on 31 December, 1968 
or, at the option of the company on the 
giving of three months’ notice, between 
1958 and 1963 at a premium of 2 per 
cent. and after 1963 at par. Thus, in 
a currency of fifteen years, there is a 
possible redemption period of ten years. 


Sinking fund investments 


In addition to different redemption 
dates or redemption periods or both, a 
company can accumulate sinking fund 
investments to cover partly or wholly 
the maturing debt. There are various 
ways of accumulating sinking fund 
investments. A common way is by 
increasing these assets by a periodical 
allocation equal to a fixed percentage of 
the total face of the debt. The allocation 
can be an increasing, decreasing or 
fluctuating percentage. The last-named 
method could be based on some standard 
of income. Alternatively the types can 
be classified according to the actual 
change, including the reinvestment of 
interest in the sinking fund investment, 
rather than the allocation. Thus this 
classification includes fixed, increasing, 
decreasing, or fluctuating amounts. Re 
investment of interest into the fund is 
usual. Further, in the case of listed 
debt, the trustees of the sinking funds 
investment possess the power at least to 
purchase the debt on the stock exchange 
at or below the issue price. 


A method which gives much the same 
effect as sinking fund investments 18 
the repaying by instalments over the 
whole or part of the term of the loan. 
The instalments can be constant, I 
crease, decrease or fluctuate. 
instalments may or may not redeem t 
whole debt by maturity. In Australia, 
this type of debt is rarely, if ever, 
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on a stock exchange. It is not very 
suitable for listing, and for public 
holdings, because of administration 
difficulties. Thus it is mostly taken up 
by financial institutions. 


Convertible debt 

The cash effect of redemption can be 
eliminated by issuing convertible debt. 
This is an alternative to irredeemable 
debt, or debt redeemable only at the 
company’s option. At the date of 
maturity the convertible debt can, at 
the discretion of (usually) the holder, 
be redeemed either in cash or by an 
issue of shares. Alternatively there may 
be a period in which the repayment or 
conversion is to be exercised. Another 
way is to permit the holders to convert 
into fresh debt. But so far in Aus- 
tralia most, if not all, of the issues of 
convertible debt have specified conver- 
sion, voluntary or automatic, into 


shares.? Sometimes the conversion into 
shares is automatic, in which case there 
is no redemption problem. To ensure 
a successful voluntary conversion into 
shares it is necessary to make it possible 


for the holder to take up shares at less 
than their current market value. A 
variation of the method involves cash 
payments by either the holder or the 
company. Though debt may not be 
issued originally as convertible, volun- 
tary conversion may be offered later. 
Refunding by redeeming old debt from 
the proceeds of new debt is another 
method. 

Further means of introducing flexi- 
bility into debt redemption are illus- 
trated by the technique of options. The 
debt can be issued accompanied by 
options to take up shares at some time 
in the future, generally (but not neces- 
sarily) in the vicinity of the maturity 
date. The distinguishing feature be- 
tween debt with options and convertible 
debt is that, in the case of the former, 
the right to take up shares can be sold 





§& Where this type of debt exists, occasionally 
the companies will state that it has been 
issued privately. 

1. A study of the issues up to 1956 in the 
Stock Exchunge Official Record, published 
by the Stock Exchange of Melbourne, 
indicates this fact for listed debt. 
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separately from the debt, despite the 
fact that this right was originally 
attached to the debt. The separate 
transferable right is called an option. In 
the case of convertible debt, the right 
cannot be sold separately. The option 
is generally listed on a stock exchange. 
Provided the conditions of the option 
enable a person to take up shares at a 
cost below their current market value 
at the date of exercising the option, then 
the effect of redemption can be partly, 
wholly, or more than wholly offset by 
the exercise of those options. A right 
to take up shares need not be restricted 
to a particular date or a particular issue. 
It could cover a period during which the 
holder could subscribe for any share 
issues made. This “period-right’” could 
be either inseparable or separable from 
the debt. 


Growth of company debt finance 

Company debt finance in Australia 
has grown considerably. The figures 
given in Table I of capital issues 
announced, not new money raised, are 
taken from the Sydney Morning Herald 
of 7 July, 1956. 

The aim of the figures is to show how 
much new money has been sought (not 
raised) from the public. The data 
include premiums on shares, but not 
bonus issues or issues as consideration 
for purchases. Direct issues to life 
offices and institutions are not included. 
Subscriptions by institutions in public 
issues would be included. Due to round- 
ing, the above figures do not always 
agree. 

The Commonwealth  Statistician’s 
figures on new capital raisings by com- 
panies, the stock exchange listings in 
the Australia and New Zealand Bank 
Quarterly Surveys, and the comments 
in the Commonwealth Bank Reports 
from 1953 to 1956, support the above 
data. Details of an earlier period are 
given by A. R. Hall, “Some Aspects of 
the New Issue Market and the Financing 
of Public Companies in Australia from 
1946-51”, a paper delivered to the 
thirtieth meeting of the Australian and 
New Zealand Association for the 
Advancement of Science, Canberra, 
January, 1954. 
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Because of differences in the import- 
ance of internal finance, of government- 
owned utilities and of government 
policies, comparisons with the United 
Kingdom and the United States need 
to be made cautiously. The United 
States relies considerably more on debt 
financing than does Australia. The 
United Kingdom is in an intermediate 
position. The upward trend is peculiar 
to Australia, and this is accounted for 
by the initial small use of debt. The 


of the growth of debt, but also an in. 
direct cause by influencing other fae. 
tors. 

The combination of Federal Govern. 
ment and Commonwealth Bank policies, 
during inflationary years of excessive 
demand, together with Australian bank. 
ing practice, have been to discourage 
companies from relying on bank over- 
draft to the exclusion of other forms 
of finance. This was particularly so for 
financing expenditure on _ long-term 
physical assets. 








CAPITAL ISSUES ANNOUNCED BY COMPANIES 
£ million 
Year ended 30 June 


Fixed Interest: 


Debentures . 
Notes 
Convertible or partly convertible 
Non-convertible .. ... .. .. es 
Total Notes .. 
SOU oe PIT te Oe 
Percentage to total capital issues 
Ss wa as 
Share Issues: 


Total (non-mining es 
ee ce TES, a wh oa ae amen ce 
, ote 


Ordinary .. . ee ea ee 
EE ein ssal ic ates ee ace. ee. eae 


1955 
18.9 


1954 
12.6 


1952 1953 
4.6 14.7 





2.3 1.8 4.3 

3.2 1.1 A 

: 5.5 2.9 4.7 
5. 20.2 








15.5 23.6 








11% 33% 22% 22% 


19 Year ended 30 June. 


1955 
62.2 
17.0 


1954 
40.8 
15.3 


1952 1953 
40.7 26.8 
1.0 4.1 


41.7 30.9 56.1 79.2 


40.2 28.5 52.2 74.1 
1.6 2.3 3.9 5.1 











TABLE I 








latest figures, however, suggest that 
Australian use of debt is similar to 
the other two countries. 


Reasons for growth 

The growing popularity of medium 
and long-term debt financing in Aus- 
tralia has been stimulated by the inter- 
action of several factors. These are 
government and bank policies, taxa- 
tion, rising prices, management expec- 
tations, control, and the development 
of the Australian money market. The 
last factor, while stimulating the 
growth of debt, also reflects that 
growth. It is very difficult to assess the 
importance of these factors. Difficulties 
of assessment arise from the nature 
and variability of factors. Further, a 
factor may not only be a direct cause 
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Economic Measures, statement by 
the Prime Minister*, Mr. R. G. Menzies, 
on 14 March 1956, contains the follow- 
ing passage: “One of the objects of 
allowing bank rates to rise is to counter 
inflation. If bank accommodation be 
comes more expensive, the capital 
demands upon the banks will tend to 
fall.” The 1950 Report of the Common- 
wealth Bank stated, page 24: “I 
particular, it is expected that capital 
expansion should, whenever possible, 
be financed from outside the banking 
system.” Other discussions appear I 
the 1951, 1952, 1954 and 1956 reports. 
The next two statements __ illustrate 
Australian banking practice: “.... a 
the inclination of proprietors to rely 





8. Commonwealth Government Printer, Cat 
berra. F 1745/56. 


The Australian Accountant, December, 1956. 
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bank overdraft accommodation to 
finance increased values of stocks and 
debts is a tendency which the Banking 
System must curb. . . In so many in- 
stances a higher level of values can 
now be regarded as established, and 
capital structures should be examined, 
with the idea of providing more fixed 
funds.”® “Although banks in Australia 
have regularly contributed to the capi- 
tal expansion of primary and secondary 
industries, prudence dictates that they 
should be essentially short-term lenders 
—the bulk of their deposits are repay- 
able on demand—and in the prospective 
conditions of liquidity many companies 
will need to lessen their dependence on 
the banks, either by raising extra capi- 
tal or restricting the scale of their 
operations.”’!° 


Tax considerations 

Under the present Australian tax 
system, interest paid by a company 
on its liabilities is an allowable deduc- 
tion in assessing taxable income (s. 51 
of the Income Tax Assessment Act) 
while dividends are not."! It does not 
appear politically likely that company 


9, 96th Annual Report, 1954, National Bank 
of Australasia, Melbourne, chairman’s 
address, p. 3. 

10. Bank of New South Wales 
Sydney, May, 1956, No. 25, p. 15. 

ll. Roughly similar conditions exist in the 
United Kingdom and the United States. 
Comments about this encouragement of 
debt and its importance appear in the 
National City Bank of New York Monthly 
Letters, and in the Midland Bank Review. 
R. F. Henderson in “The Australian 
Capital Market 1946-53,” Economic 
Record, Melbourne, Nov., 1954, considers 
debt financing to be common in a developed 
capital market. The section “Monthly 
Review of Current Events,” Australian 
Accountant, Aug., 1956, pp. 310-311 com- 
ments on debt financing. Criticisms of the 
Australian tax position were made by 
Mr. J. A. L. Gunn in “Current Taxation,” 
a Accountant, July and Oct., 





Review, 


Up to the end of 1954, the taxation posi- 
tion was similar in West Germany. There 
were restrictions on debenture finance. The 
Main sources of finance were the banks 


and undistributed profits: F. Latz, 
“Germany’s Economic Resurgence,” 
Lloyd’s Bank Review, London, Jan., 1956. 
See also Barclay’s Bank Review, London, 
May, 1956. 
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taxation will be abolished or that divi- 
dends will become an allowable deduc- 
tion, though some changes may occur.!” 
Interest, however, need not always 
remain deductible. The tax advantage 
of debt will vary with the rate of com- 
pany taxation. Borrowing expenses are 
also deductible (s. 67) while expenses 
of share issues are not. 

The effects of taxation on corporate 
financial policy are not clear cut. Any 
study “is based on two complementary 
approaches: a theoretical analysis of 
what informed, logical and dispassion- 
ate men might be expected to do, and a 
field investigation of the actual conduct 
of affairs by men who may be inade- 
quately informed, somewhat non-logi- 
cal, and on occasion not altogether dis- 
passionate.’”’!% 

“Too frequently, public policies and 
tax theories have been based on the 
simple assumption that action is uni- 
form and is based on direct compari- 
sons of costs and profits.”’* Since cor- 
porations are not beings, “any 
explanation of corporate action must 
be based on the action of individuals 
in such distinct capacities as owner- 
managers, professional managers, com- 
mercial and investment bankers, exist- 
ing stockholders, potential stockholders, 
or other security holders, actual or pros- 
pective.”"* It is necessary to add that 
an individual can occupy more than 
one of these capacities, and, with con- 
flicts of loyalties (eg., consumer, 
political) can have different reactions 
at different times, 


Trends in prices 

The existence of a long term upward 
trend in prices encourages borrowing 
by means of long term debt, particularly 
during a period of low interest rates. 
Extreme occurrences of inflation, such 
as in Germany in 1920-22, when the 
value of debts was practically destroyed, 
demonstrate the gain to the debtors. 
Even with more moderate price rises, 





12. Such as some recognition to shareholders, 
of the company tax paid, by means of 
rebates. Reduction in company tax rates 
is another possible change. 

. D. T. Smith, Effects of Taxation on Cor- 
porate Financial Policy, Harvard Univer- 
sity Press, 1952, p. 1. 
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the burden of debt to the company can 
be reduced with a corresponding dis- 
advantage to the lender. A 10 per 
cent. rise in prices reduces the pur- 
chasing power of a debt by about 9 
per cent. If, however, a company 
invested the proceeds of debt-financing 
in similar types of money asset, then 
its gain on the debt would be cancelled 
out. Finance companies tend to be in 
this position. 


But we must not push this argument 
too far. Today it is fashionable to 
talk about growth, development and 
inflation, just as in 1929 on the eve 
of the world depression, the fashion 
in the United States was to proclaim 
the inevitability of a continued long- 
term prosperity plateau. The fact that 
we have experienced long term rising 
prices in history suggests, rather than 
proves, the probable trend of future 
prices. If the expectation of creeping 
inflation becomes widespread, then a 
company may need to offer high rates 
of interest or opportunities to acquire 
ordinary shares or both. It may tie 
to a price index either the face value 
of the debt or the interest or both. 
According to the First City Bank of 
New York Monthly Letter, September 
1956, in France the “state-owned 
Société d’Electricité issued bonds in 
1952-54 with the value, as well as the 
annual interest, varying with the price 
of electric energy. The nationalised 
coal mines and railroads have issued 
bonds linked to the wholesale price of 
coal and to passenger coach fares.” 


Management expectations’* contri- 
buted to the growth of debt financing. 
These expectations took various forms. 
Believing that current assets such as 
debtors and stocks were, during the 
years 1950 and 1951, at high tempor- 
ary levels reflecting boom conditions, 
some companies wanted to avoid the 
possibility of over-capitalisation in 
subsequent periods of reduced activity. 





This might arise if, instead of per. 
manent debt, permanent capital was 
raised during the boom (though 
whether there is such a thing as per. 
manent capital is doubtful). There 
was uncertainty as to the eventual 
desirable form of financial structure, 
These views stimulated the use of 
medium term debt. Two examples are 
the unsecured note issues by the Myer 
Emporium in November 1950 (£1 
million 44 per cent) and by Sargood 
Gardiner in March 1951 (£400,000 4 
per cent.). The Myer prospectus con- 
tains on page 1 the following remarks: 
“Terminal capital is preferable to fixed 
capital in making provision for liquid 
assets such as stocks and book debts,” 
The chairman’s report in the Sargood 
Gardiner prospectus states: “The 
Directors have been giving careful 
thought to the problem created by the 
marked change in the general level of 
prices. They feel that it would not bk 
wise to introduce permanent capital 
to meet a situation which may prove 
temporary.” (p. 11). The following 
sentence appeared in the section, 
Objects of the Issue: “It is considered 
that by the time the Notes are due 
for redemption the position will bh 
sufficiently clarified for the Company 
then to determine its future financial 


policy.” (p. 1). 































Interest rates 

The low interest rates of the period 
1945 to 1951 induced companies 
issue debt. True, low interest rate 
influence share prices, but there is 4 
closer relationship between yields o 
company debt and government bonds. 
The effect of the Commonwealth 
Government’s cheap money policy dur 
ing this period, in keeping goverl- 
ment bond rates down to 34-3} pa 
cent., spilled over into company debt. 
Debt was often issued to financial 
institutions, which already poss 
large portfolios of government bonds." 
Subject to borrowing limitations, 4 
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14. It is very difficult to link up management 

expectations with theories of expectations. 
For one theory, see G. S. Shackle, 
Expectation in Economics, 2nd ed. Cam- 
bridge University Press, 1952. 
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15. Some indication can be obtained from 8 
study of the balance sheets of the lift 
assurance companies, and from the Com 
monwealth Year Books or Finance Bulle 
tins. 
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company can in a subsequent period of 
high interest rates, issue further debt 
without raising the rate of interest on 
the already issued debt. This is not 
possible with dividends on ordinary 
shares. 


Some companies issued convertible 
debt to finance expansion. Round about 
the time the expansion was expected 
to be sufficiently revenue-producing, 
the debt was to be convertible into a 
more costly, though conventionally 
safer, form of finance, namely ordin- 
ary shares. This procedure was followed 
to avoid lower dividend rates during 
the gestation period of expansion. The 
issue of terminal debt with options to 
subscribe for shares at a future date 
gives similar results. Not only does 
this technique prevent dilution of the 
dividend rates, but it tends to prevent 
immediate dilution of the tangible 
asset backing of the ordinary shares. 
This arises if new shares are issued at 
prices below the figures for existing 
tangible asset backing. This is usual. 
lh using this method, the management 
expects at least a continuance of 
demand for its products, and hence a 
tise in earnings in order to induce the 
exercise of options or conversions. An 
example of the debt with options for 
the purpose of financing a developmen- 
tal period, is the 1952 issue of 6 per 
cent. five year unsecured notes by Repco 
limited. The company’s dividend rate 


was 15 per cent. on paid-up ordinary 
share capital. 

Another factor encouraging debt 
financing, particularly in a period of 
rapid growth, is the problem of control. 
If the ownership of the company is 
concentrated and reflects control, and if 
outside finance is required, then the 
company could issue debt in order to 
peeves the possible dilution of control. 

his can apply to public companies. 
This factor also encourages the issue 
of preference shares or ordinary shares 
with restricted voting rights or both, 


Conclusion 

From a company’s viewpoint par- 
ticularly, there is much flexibility avail- 
able in medium- and long-term debt 
financing. No doubt there are limits 
of safety in the relationship of the size 
and burden of debt to the company’s 
assets, and to its past and expected 
earnings, together with the influence of 
outside factors such as economic con- 
ditions, including taxation, interest 
rates and the availability of finance 
generally. But within these constraints, 
a company possesses a choice of one or 
more of several methods. Interest, 
simple or compound, can vary with 
dividends, bond rates, or gross income. 
The interest rates can differ according 
to, or be the same for, various redemp- 
tion dates. Redemption need never 
occur, or can be covered by spreading 
of dates, sinking funds, instalments, 
conversions, options and “period- 
rights”. 





Letter to 


Our journal and its contents 


An unfortunate concatenation of cir- 
tumstances has put me sadly behind in 
hy reading in recent months, and I 
aim now making a resolute effort to 
tatch up arrears. 
Among the publications which I have 
to put aside until recently were 
several issues of The Australian Ac- 
tountant. So I have had the experi- 


The Australian Accountant, December, 1956. 


the Editor 


ence of reading several volumes in 
quick succession, by contrast with the 
more usual practice of perusing each 
issue as it came to hand. This has led 
me to reflect upon the quality of the 
contents of the journal, and to look 
back over previous issues since Janu- 
ary, 1955. One advantage of this has 
been that it has stimulated a value 
judgment. As one who knows the dif- 
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ficulties and frustrations associated 
with the editorship of an accountancy 
magazine, I offer you my congratula- 
tions on a fine job of work during 1955. 
Without question, the journal is now 
a@ better publication than it ever was, 
and its contents during 1955 were a 
happy and eminently successful blend- 
ing of articles of many kinds dealing 
with many facets of the theory and 
practice of accounting. The new for- 
mat and appearance initiated in 1956 
are also a tremendous improvement. 
Thanks and good wishes for continued 
success are due from every reader to 
the editor who has achieved all this in 
so short a space of time. 


Having said that, with all the sin- 
cerity I can, may I be permitted to 
offer two suggestions which I hope are 
constructive? By comparison with 
overseas journals, with which by the 
way The Australian Accountant gener- 
ally makes a brave showing, there is 
not enough controversy in the A.A. 
columns. True, during 1955, there was 
a series of exchanges between Mr. 
R. L. Mathews and Mr. A. R. Mutton, 
between Mr. A. D. Barton and Mr. 
F. K. Wright, and between Professor 
Chambers and Mr. Ashley Forster. 
These were all to the good; each of 
them dealt with essential features of 
accounting theory, and nothing could 
be better for accounting in its present 
state of development than honest-to- 
goodness disagreement. But they were 
too few, and too short-lived, and there 
were not enough participants. Only in 
this way can progress be made in the 
clarification, and eventually reconcilia- 
tion, of opposed viewpoints, and in 
the evolution of a logical and consis- 
tent body of theory concerning the art 
which we practise. 


My second suggestion is made in the 
belief that controversy is a good thing. 
The suggestion is that, so far as lies 
in your power, you should encourage 
the general body of your readers to use 
your columns to express their own 
ideas, even though this may involve 
critical examination of, and—on oc- 
casions—disagreement with, views al- 


520 


ready expressed by others in yor 
pages. I know that, in this respect, a 
editor of an accountancy journal is jp 
a dilemma. The number of contr. 
butors on whom he can rely is limited: 
this is true of accountancy journals jp 
other countries as well as in Australia 
Editors are therefore naturally char 
of contributions which attack theorig 
or practices advocated by those fey 
who have been good enough to giv 
their time to the preparation of le. 
tures and articles. Nevertheless, I fed 
that no writer who has contributed tp 
your columns will believe in his om 
heart that he has said the last, infal 
lible word on the subject upon whid 
he has written; and surely none would 
be quick to take umbrage if his slight 
est word were challenged. 


With these thoughts concerning th 
usefulness of controversy in mind, | 
offer some brief comments on 
article which appeared in the Decem 
ber, 1955, issue on the subject of busi- 
ness finance. This article contained 
much with which experienced financial 
managers would agree without que 
tion. But it also contained some a 
pressions and advice which would 
doubtless confuse the students to whom 
the article was presumably addressed. 
These expressions related to— 


(a) the proper use of the term “re 
serve”; 

(b) the contents of a sources ani 
disposition of funds statement; 


(c) the revision of budgets; and 


(d) the classification of the assets 
of a finance company. 


Accounting organisations in th 
United Kingdom, United States of 
America, Canada, New Zealand and 
Australia have, for many years, strive 
to restrict the use of the term “Te 
serve” and in particular, to discourag? 
its use to describe deductions from 
assets in order to arrive at the amoutl 
which it is expected will be realised 
for those assets. In the United King 
dom, Canada, New Zealand and Als 
tralia, the use of the term “provision 
has been advocated as a preferable 
ternative for such uses. The distint 


The Australian Accountant, December, 19) 





PEBSREPSEPSEE SERB BESaetc 


LETTER TO THE EDITOR 


tion between a “reserve” and a “pro- 
vision” is now a commonplace in ac- 
countancy texts and is being driven 
home to every student. Imagine the 
surprise, therefore, with which one 
reads in the article to which I refer 
the following, under the heading 
“Other Provisions” (italics are mine) : 
Amounts provided for in our profit and loss 
account which do not have to be met until 
some future time also affect the position .. . 
Bad Debts Reserve and similar items have the 
same effect; 

or the statement— 

The one-third for reserves will not always 
necessarily be visitble reserves, as certain 
prudent provisions made by management are 
not always allowable by the Taxation Com- 


missioner. : : 
Similarly, confusion is likely to be 
caused by the puzzling example of a 
Source and Disposition of Funds State- 
ment. The example begins as follows— 
Net Profit for year. 
Add Depreciation and other items charged to 
rotts not involving a cash outlay. 
roceeds from sale of fixed assets. 
Variation in reserves, 
What is puzzling is, of course, the ad- 
dition of the item “variation in re- 
serves” to “net profit’’. The implica- 
tion is that, in arriving at net profit, 


some appropriations have been made 
to reserves. If this is what is meant, 
surely the definition given to “reserves” 
flies in the face of now generally-ac- 
cepted concepts of “reserves”. 

But perhaps the most startling sug- 

gestion made in the article is that 
. . « the budget will need to be constantly 
revised in the light of changed circumstances, 
and in practice it is often a good idea to use 
soft pencil figures only in the working papers, 
as these can be readily altered and anand 
from time to time. 
If this means what it appears to mean, 
the method of ensuring that perform- 
ance will always come up to expecta- 
tions is. simplicity itself; and the 
equipment needed is also simple and in- 
expensive—a soft pencil and an india- 
rubber! 

Finally, our author says that “Prac- 
tically all of the assets of the finance 
company are current assets; money is 
its stock in trade’; and goes on to 
show that he is thinking of a finance 
company as one engaged in hire-pur- 
chase financing. Well, I ask you, and 
the author! 

Yours faithfully, 
A. A. FITZGERALD. 


University of Melbourne. 





current problems discussed in overseas journals 


Accounting theory 

George J. Staubus, Revenue and Re- 
venue Accounts, Accounting Research, 
july, examines extant concepts of re- 
venue, revealing a surprising disagree- 
ment amongst them, some defining it 
& something coming in, others imply- 
ing that it is basically an outgo. He 
siggests, however, that the disagree- 
ment is more apparent than real and 

t, whatever other characteristics re- 


The Australian Accountant, December, 1966. 


Notes prepared by members of the 
teaching staff in the Department of 
Accounting, University of Melbourne 


venue may have, it is an inflow of, or 
an increase in an asset, or a decre- 
ment in a liability. The interpretation 
of revenue in this way is consistent 
with a familiar usage of revenue ac- 
counts. 


The American accountant 

An article by W. T. Baxter in Ac- 
countancy, August, provides an insight 
into the work and training of the ac- 
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countant in America. As the basis of 
his article the author spent three 
months studying the American system. 


Despite his apology for the brevity 
of his stay, the author covers a wide 
field. From an examination of the 
background of the professional accoun- 
tant, he studies, amongst other matters, 
the contribution of the universities, 
audits, and the function of the “treas- 
urer” of the American company. He 
leaves the reader with a problem inter- 
esting enough to warrant further in- 
vestigation: in the future, will a schism 
arise between the “conventional” ac- 
countant and the purveyor of “manage- 
ment accounting”—a schism that may 
extend through training, background 
and organisation? 


Social accounting 


In Accounting Research, July, Harry 
Burton, The Social Accounts of the 
United Kingdom for 1954 and 1955, 
presents hypothetical examples of a 
system of social accounting using four 
methods of presentation, viz., a sys- 
tem of equations, a box diagram, a sys- 
tem of accounts and a matrix. He then 
applies the analysis involved to the re- 
levant United Kingdom statistics for 
1954 and 1955, bringing out the modifi- 
cations and adaptations necessary to 
make the statistics conform to the 
hypothetical models. 


Management accounting 


James L. Peirce, The Controller, 
August, deals with the relationship be- 
tween controllership and cost account- 
ing. He maintains that these two 
“sciences” have definable relationship 
to each other. It is controllership’s 
mission to establish and maintain pro- 
per planning of operations and to con- 
trol operations in accordance with the 
plan. It is the job of cost accounting 
to provide the means for fulfilling this 
main controllership function. Control 
is the end, and cost accounting with its 
highly refined techniques is the means. 
Mr. Peirce then goes on to deal at 
some length with the controller func- 
tion as defined by the Controllers Insti- 


tute of America. This section provides 
a complete answer to those who may 
have asked the question: what does the 
controller do? The article concludes 
by examining the cost-control techni- 
ques and the cost-control philosophies 
of the cost accountant in relation to the 
controllership activity. 


Marginal cost 

Marginal cost is often defined a 
“prime cost plus variable overheads”, 
but this definition is not satisfactory 
because prime costs are not wholly 
variable. A. Muir, The Estimation of 
Marginal Costs, The Cost Accountant, 
August, defines marginal cost as “the 
rate of increase of expense with re 
spect to production” and shows how it 
can be estimated by the use of 4 
statistical technique, known as “regres 
sion analysis”. 


Management consulting 

Recent years have witnessed con- 
siderable expansion of management aéd- 
visory services in the field of account 
ing. These demands for increased pro 
fessional accounting assistance to busi- 
ness have resulted from many causes, 
including the need to improve control, 
the need to reduce costs, particularly 
overhead clerical costs, and the need 
for better and more timely information 
required for business decisions. The 
expansion of client demands for these 
services has caused the accounting 
firms to extend specialisation both i 
numbers of personnel and in the ares 
of services. In The Controller, August, 
Paul Grady describes in detail some 
types of management advisory services 
available to management in the field of 
accountancy. 


Direct costing 

Louis J. Smitten, The Controller, 
August, discusses the importance of 
analysing costs into variable and nom 
variable for profit planning. With the 
aid of mathematical examples, he & 
amines the effect of volume variations 
on two of his company’s products, and 
clearly shows the shortcomings 
“conventional” accounting technique 
when confronted with changes ™ 
volume. 
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Budgeting 
The sales or orders budget is the 
foundation upon which most over-all 
budget programmes are built. V. A. 
Rydbeck, The Budget—Measure of Suc- 
cess, Cost and Management, July- 
August, examines the preparation of 
the sales budget either from estimates 
prepared by individual salesmen, or 
fom the use of statistical methods 
sch as correlation analysis, lead-lag 
rlationships, trend and cycle projec- 
tion and mathematical projections. 
(ase studies in costing and budgeting 
In the N.A.C.A. Bulletin, August, 
(.R. Fay describes direct costing at 
the Pittsburgh Plate Glass Co. In the 
same issue, J. C. Freeman describes the 
wudget and reporting procedures of a 
empany whose divisions are largely 
independent of head office control. 
Reords management 
W. Benedon, in the N.A.C.A. Bulle- 
fin, August, gives a detailed answer to 
the question, What Makes Up an Ade- 
qate Records Program? 
Banking 
In Accounting Research, July, John 
lL. McKeown, Imaginative Banking, 
wnsiders the possibility of reorganisa- 
tion of banking procedures to improve 
the efficiency of the “ledger-clerk” 
function of settling debts between 
people. He advocates simplification of 
procedures, standardisation of docu- 
ments, and centralisation of ledger 
wsting, which he considers would ob- 
wate much of the need for further re- 
tuitment of staff, especially of women, 
ind improve the prospects of promo- 
tion of bank officers. 
Hire purchase 
4, Mars, Credit Costs and Redemp- 
ton Practice in Hire Purchase, Ac- 
mnting Research, July, discusses the 
tle of finance companies in hire-pur- 
operations. He is critical of the 
h treatment that some of them in 
he United Kingdom have evidently 
giving to hirers in respect to re- 
tmption, and urges them to recon- 
ider their redemption practices, point- 
ig out some of the ways in ‘which con- 
mers could seek redress. 
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Oil production 

Three articles in the August issue of 
the N.A.C.A. Bulletin deal with the 
accounting problems of oil producers. 
F. L. Durand discusses the costing 
problems encountered by oil well drill- 
ing contractors. C. L. Dunn reviews 
the accounting policies of oil producers 
in relation to revenue, inventories, ex- 
pense, and development costs. The 
treatment of development costs is ex- 
amined more closely by P. Ford. 


Wage Administration 

R. L. Meyer, in the N.A.C.A. Bulle- 
tin, August, describes how a large pub- 
lic utility used a Job Evaluation Pro- 
gram to establish salary schedules for 
oo supervisory and administrative 
staff. 


Shipping accounts 

In The Accountant, August 11, H. M. 
Grace outlines a system of accounts for 
a small shipping company which car- 
ries both passengers and cargo on re- 
gular routes. He stresses the impor- 
tance of the system being designed to 
disclose differences as these occur be- 
tween actual and budgeted results. 


Mechanised accounting 

An important development in ac- 
counting for retail sales is described 
by A. J. Carson in the N.A.C.A. Bulle- 
tin, August. Price tags attached to 
merchandise in a Los Angeles depart- 
ment store bear perforations indicat- 
ing the description and price of the 
article. The clerk inserts this in a 
machine which prints the information 
on the sales check and simultaneously 
produces a punched tape which serves 
as the basis of sales analysis and in- 
ventory control. Looking into the 
future, the author suggests a new type 
of charge plate from which the cus- 
tomer’s account number is read by the 
sales recording machine. “As soon as 
a customer’s account number can be 
punched into the tape by the tape per- 
forator, complete automation of sales 
accounting will be a reality!” 

In the same issue, T. P. Morris de- 
scribes the Conversion to Punched Card 
Accounting of all the accounting re- 
cords, including the general ledger, of 
a publishing company. 
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Australian Society of Accountants 


VICTORIAN DIVISION 


Golf day 

By courtesy of Commonwealth Golf Club 
eighty-eight members were able to get together 
and meet one another in delightful surround- 
ings. A golf day was held on Friday, 9 Novem- 
ber, and two events were conducted con- 
currently. 

The winner of the 18-holes stableford handi- 
cap, for members with a handicap of 16 and 
over, was Mr. C. J. West with 87 points; and 
the winner of the under-16-handicap event 
was Mr. M. A. Gaston with 36 points. 

In the four-ball best-ball against stableford 
event, the winning pair were Messrs. W. R. S. 
Webster and J. C. Trethowan, with 45 points. 

Mr. A. McB. Fairfoul of Divisional Council 
presented trophies and extended the thanks 
of all members of the Society to the Club. 

A member of the Society and also a com- 
petitor was Mr. J. Ogilvy, Captain of the 
Commonwealth Golf Club. 


November luncheon 


A near record number of members attended 
the November luncheon to hear Mr. Reg. 
Leonard, well-known radio and news commen- 
tator, speak on his recent visit to Communist 
China. In view of recent events, Mr. Leonard 
first spoke of the position in the Suez Canal 
zone. The speaker then gave members a vivid 
and interesting account of his visit to China, 
describing the rapid progress made in that 
country towards state ownership and control. 
Although Mr. Leonard believed that this move- 
ment must progress, he doubted whether 
China would become a world class industrial 
power in the space of time claimed by some 
of its propagandists. 


Family circle discussion 

Members attending the November discus- 
sion heard a description of Cycle Billing from 
Mr. H. W. Harris, F.A.S.A., formerly of Foy 
& Gibson Ltd., where he investigated and 
took part in the installation of that company’s 
cycle billing system. 

Mr. Harris pointed out that the practice of 
issuing accounts in groups or cycles was not 
new, but the term “cycle billing” had 
received a lot of publicity lately and as it was 
still only imperfectly understood, he described 
its functions and how it differed from orthodox 
methods of ledger keeping. 

Although the method could in theory be 
applied to any debtors ledger, in certain types 
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of business there were difficulties which made 
its use impracticable if not impossible. The 
introduction of improved machines and the 
micro-filter process had made possible the use 
of the present day “non-descriptive statement”, 
issued with the relevant vouchers attached, and 
this system was now being widely adopted i in 
the retail trade. 

Members enjoyed a most interesting and 
instructive evening. 


Inspection of taxation office 

On 31 October Mr. J. A. Neale, F.ASA, 
Deputy Commissioner of Taxation, conducted 
a small group of members of Divisional 
Council and Taxation Study Groups on a tour 
of inspection of the taxation office. Member 
were most impressed with what they sav, 
and the thanks of the Divisional Council ar 
due to Mr. Neale. 


Bowls evening 

A bowls evening will be held at the Brighton 
Bowling Club on Thursday, 20 December, and 
if any member has not yet registered and 
wishes to do so he should consult the State 
Registrar immediately. 


Additions to Central Library, Melbourne 
Accountancy 

The accounting process, 1956: E. J. Kelly. 

Handbook of accounting methods, 2nd ‘1 
1954: J. K. Lasser, ed. 

Standards of education and experience for 
certified public accountants, 1956: 
American Institute of Accountants. 

Machine accounting 

Electronic data processing for business and 

industry, 1956: R. G. Canning. 
Costing 

Cost accounting manual, 1950: America 
Drug Manufacturers’ Association. 

Costing for advertising, 1955: R. Brandon. 

Costing manual for the sand and 
industry, 1953: D. W. Baker. 

Readings in cost accounting, budgeting, and 
control, 1955: W. E. Thomas, e 

Auditing 
Continuous auditing, 1955: A. MacBeath. 
Business organisation and management 

Automation, 1956: Great Britain, Dept. of 
Scientific and Industrial Research. _, 

Business forecasting, 1953: Controllership 
Foundation Inc. 

Centralization vs. decentralization i 
oo the controller’s departmel 
1954: H. A. Simon and others. 
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Developing men for controllership, 1950: T. 
F. Bradshaw. 
Papscstoent succession, 1956: Acton Society 
Trust. 
Modern office management, 1956: C. L. 
Littlefield and R. L. Peterson. 
Report writing for accountants, 1955: J. M. 
Palen. 
Economics 
Capital and its structure, 1956: L. M. Lach- 
mann. 
The economic pattern, 2nd ed. 1955: C. A. 
Renwick and G. A. J. Simpson-Lee. 
Texation 
The British system of taxation, 1956: Great 
Britain, Central Office of Information. 
An expenditure tax, 1955: N. Kaldor. 
Income tax guide, 1956: J. M. White. 
1956 U.S. Master tax guide, 1955: Commerce 
Clearing House, Inc. 
Taxation of profits and income, 1955: 
Federation of British Industries. 
law—companies 
Company law in New Zealand, 1956: R. C. 
Burton. 
Company law of Queensland, 1956: F. T. 
Cross. 
law—meetings 
So you’re going to a meeting, 1955: W. 
Puckey. 
law—Workers’ Compensation 
Developments in the law governing workers’ 
compensation in Victoria, 1956: O. deR. 
Foenander. 
lectures 
Proceedings of the 18th annual institute on 
accounting, 1956: Ohio State University. 
Euylish Usage 
Thinkers at work, 2nd ed. 1956: A. Boyce 
Gibson and A. A. Phillips. 
Oituary 
Divisional Council records with regret the 
tath of the following members: Messrs. G. 
I. Bates, G. B. Black, W. H. Crowe, M. M. 
Coster, R. E. Henry, J. M. Lowrey, W. I. 
linogue, H. T. Oakey, E. T. Spackman, G. 
Vallace and V. G. Wilson. 


NEW SOUTH WALES DIVISION 
dmual endowed lecture 


The fourth annual lecture endowed by the 
‘ in the University of Sydney, was 
idivered by Mr. S. R. Brown, LL.B., F.A.S.A., 
m Thursday, 18 October, in the University 
hhion Hall. The subject of his lecture was 
‘counting and Commercial Law. The lecture 
™8 a survey of the significant developments 
acommercial law which have taken place 
img the post-war period and which are of 
st to the accountancy profession. 
Commentaries were presented by Mr. A. B. 
Bridge, Q.C., Lecturer in Law in the Faculty 
momics, and Mr. C. R. Hicking, a mem- 
tof General Council of the Society. A vote 
thanks to the lecturer and commentators 
moved by Professor R. J. Chambers, B.Ec., 
ASA. and was seconded by Mr. O. H. 
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Paton, F.A.S.A., Australian Vice-President 
of the Society. The lecture closed with a vote 
of thanks by the State President to the chair- 
man of the meeting, the Dean of the Faculty 
of Economics, Professor R. N. Spann and the 
University for its co-operation with the 
Society in making it possible for Endowed 
Lectures to be delivered. 


Visit of Professor Martin L. Black 

During September, the New South Wales: 
Division had the privilege of a visit from 
Professor Martin L. Black, Professor of 
Accounting, Duke University, U.S.A. 

Professor Black conducted four seminars 
for a small group of members on 24, 25, 26 
and 27 September. It was with regret that 
some members had to be informed that it was 
not possible to accept their enrolments, due 
to the restriction on the numbers that could 
attend. 

On Friday, 28 September, a public lecture 
was held in the Assembly Hall, at which 
Professor Black delivered an address on Status 
of Accounting in American Industry. This 
address was also given to the members of the 
Newcastle Branch on Wednesday, 3 October. 


Members’ luncheon. 

On Wednesday, 31 October, 300 attended 
the members’ luncheon at the Trocadero at 
which the Commissioner of Taxation, Mr. 
P. S. McGovern, C.B.E., was the guest 
speaker. The subject of the address was 
Equity and Complexity in our Taxation Sys- 
tem and Some Other Comments. 

A vote of thanks to Mr. McGovern for a 
most interesting address was moved by the 
State Vice President, Mr. C. M. Orr. 


Personal 

Mr. E. S. Owens, F.A.S.A., who was a 
partner in the firm of R. H. Brown, Evans & 
Co., has commenced practice with Mr. A. G. 
Lovell at Malcolm Building, off 252 George 
Street, Sydney. Mr. R. Keith Yorston, B.Com., 
pete is consultant to the firm, E. S. Owens 

0. 

Mr. Maurice V. Boyle, A.A.S.A., has been 
appointed Secretary/Accountant of Ernest 
Kuenzli Pty. Ltd., 60 Hunter Street, Sydney. 
He was previously Chief Accountant of Con- 
solidated Metal Products Ltd. ; 

Mr. R. E. Garbutt, A.A.S.A., has been 
appointed New South Wales Commissioner 
of Land Tax, and Mr. C. G. Smith, A.A.S.A., 
has been appointed Assistant Commissioner. 
Mr. Garbutt was previously a Senior Public 
Service Board Inspector. Mr. C. G. Smith 
was with the Public Trustee Office, Attorney- 
General’s Department. 


QUEENSLAND DIVISION 
Educational activity, November 
This took the form of an Open Forum, which 
was held at 7.30 p.m., on 8 November, in the 
Oddfellows Hall, Brisbane. The State Presi- 
dent, Mr. J. H. Devitt, presided. 
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A panel of four members, Messrs. D. A. 
Gray, R. A. McInnes, D. S. Scott and A. S. 
Donnelly, occupied the platform, and members 
were invited to ask the panel ms | question on 
accounting and allied subjects. Following the 
reply by the panel the subject was passed 
to the audience for general discussion. 

Members availed themselves of the oppor- 
tunity of obtaining other accountants’ opinions 
on concepts and practices, and gained much 
from the replies by the panel as well as from 
the discussion which followed. 


Monthly luncheon 

The last Juncheon was held on 15 November 
at the Maple Lounge, Edward Street, Brisbane. 
The State President, Mr. J. H. Devitt, presided. 

Before introducing the guest speaker, the 
Chairman introduced the presidential guest, 
Mr. K. E. Gibson, Managing Director of A.C.F. 
& Shirleys Fertilizers Ltd., Brisbane. 

The guest speaker was Group Captain D. 
L. G. Douglas, O.B.E., D.F.C., Officer Com- 
manding 82 Bomber Wing, Amberley Air 
Force Base. Group Captain Douglas had 
recently led a flight of Canberra jet bombers 
on a notable flight across the Pacific to U.S.A. 

He explained why it was desirable that such 
a flight should take place, and indicated the 

at value that the R.A.A.F. had gained 
rom it. Group Captain Douglas said that in 
speaking to accountants he felt he should 
explain just how some of the £45 million worth 
of equipment placed at his command should 
return some benefit to taxpayers. The purpose 
of such a flight was to test the long ran 
capabilities of aircraft and crews, and to gain 
experience in flying over long stretches of 
ocean without the many navigational aids 
available for flying across country. He told of 
several amusing incidents arising from the 
R.A.A.F.’s association with the American Air 
Force. 

A vote of thanks to the speaker was 
proposed by Brigadier J. L. Amies, and the 
extent to which members appreciated Group 
Captain Douglas’s address was obvious from 
the spontaneous acclamation with which the 
motion was carried. 


Additions to libraries 
Brisbane library 
Outline of law in Australia, 1955: John 
Baalman. 
Cost accountancy in agriculture, 1952: L. 
W. Bolton. 
Cases on mercantile law, 1951: J. Charles- 
worth. 
The practice of management, 1955: P. F. 
Drucker. 
Practical financial statement analysis, 2nd 
ed., 1950: R. A. Foulke. 
Company accounts, 1952: V. F. Frank. 
Thinkers at work, 2nd ed., 1956: Gibson and 
Phillips. 


Standard costs for manufacturing, 1947: S. 
B. Henrici. 
Comprehensive mathematics, 1955: J. D. 
odson. 
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Works and management organisation, 1 
P. S. Houghton. 
Marginal costing, 1947: F. C. Lawrence 
E, N. Humphreys. 

Continuous auditing, 1955: Angus Mack 
Executors and administrators, 1952: N, 
Mustoe and J. J. Walsh. 

Stock market economics, 1954: M. S. Riz, 
Income tax guide, 1956: J. M. White. 
Limited liability companies in Austral 
1956: R. K. Yorston. 

Costing procedures, 2nd ed., 1954: Yors 
Brown and Sainsbury. 

Rockhampton Branch 

Company accounting, 1952: J. F. Bate 
Accounting stage 1, 2nd ed., 1954: AJ 


Fitzgerald, ed. 
Phillips. 


Phillips. 


ew 


Fitzgerald, ed. 


Thinkers at work, 2nd ed., 1956: Gibson 


Phillips. 


Practical farm bookkeeping and costi 
ed., 1953: D. M. Malloch and L. W. W 
Studies in costing, 1952: David Solomon 
Applied costing in selected industries, Vo 
2nd ed., 1946: H. J. Wheldon. 
Costing procedures, 2nd ed., 1954: Yor 
Brown and Sainsbury. 


SOUTH AUSTRALIAN DIVISION 


Activities 
The South Australian Divisional Council 
arranged the programme of activities for 
year 1957, a copy of which will be forws 
to each member with the annual subs 
in January. The Council, ho 
wishes to inform members now that a 
evening will be held in February, and 
wishing to take part are asked to communi 
with the Registrar as soon as possible al 
the publication of these notes. 


Presentation of certificates 

The Divisional Council arranged for ¢ 
cates to be presented to members adm 
during 1956, at the Burnside Town 4 
Tusmore, on Tuesday, 27 November. A 
evening and supper followed the presents 
of certificates. 

ersonal 


Mr. W. G. F. McCulloch, F.A.S.A., of 
firm of Gavir F. Gardiner & Co., has 









Thinkers at work, 2nd ed., 1956: Gibson 


Studies in costing, 1952: David Solomom 
Costing procedures, 2nd ed., 1954: Yors 
Brown and Sainsbury. 

Toowoomba Branch 
Studies in accounting, 1950: W. T. Bax 
Farm Accounts, 1948: F. Sewell Bray 

Cc 


. V. Dawe. 
Thinkers at work, 2nd ed., 1956: Gibsons 


Studies in costing, 1952: David Solomom 

— and Income, 8rd ed., 1956: 

Costing procedures, 2nd ed., 1954: Yor 

Brown and Sainsbury. 

Townsville Branch 
Accounting stage 1, 2nd ed., 1954: A 
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XEWS AND NOTES 


dected a member of the Stock Exchange of 
Adelaide. 


Obituary 
We record with regret the death of Mr. A. 
G. Adams, an Associate member of the Society. 


TASMANIAN DIVISION 


American lecturer 

The Hydro-Electric Commission theatrette 
was the venue on Wednesday, 17 October, for 
a lecture by Professor Martin L. Black, Jr., 
on Status of Accounting in 
American Industry. 


The lecture was most interesting and 
thoroughly appreciated by those fortunate 
enough to be present. Professor Black said 
there was little basic difference between busi- 
ness management in Australia and U.S.A. He 
said the main difference between big business 
administration in America and Australia was 
that, in Australia, shareholders were some- 
times kept in the dark about what was 
happening in their companies, whereas in 
America shareholders were kept fully in- 
formed. 

Northern Branch members were also 
privileged to hear Professor Black when he 
repeated the lecture at the Lounge Tea Rooms 
in Launceston on Friday, 19 October. 


Australian Accountants Students’ Society 


VICTORIAN DIVISION 


Itis with pleasure that the Council announce 
that the A. E. Pyke Memorial Essay Prize for 


1956 has been awarded to Mr. K. R. Cooper, 
for his essay entitled Negotiable Instruments. 


Australasian Institute of Cost Accountants 


VICTORIAN DIVISION 


Transfer of administration to Society 

Mr. J. A. K. Wicks has taken up his appoint- 
ment as the Divisional Registrar from 1 
November, 1956. The administration is being 
transferred section by section to the office of 
the Society and this will be completed by 31 
Weember. From 1 January, 1957, enquiries 

d correspondence concerning Cost Institute 

ters should be directed to 37 Queen Street. 


Mr. A. F. J. Sutherland has been appointed 
fan observer to attend meetings of the 

ional Council of the Australian Society of 
tountants. 


On Thursday, 25 October, the State Presi- 
nt and Councillors of the Australian Society 
f Accountants invited Divisional Councillors 
if the Cost Institute to attend a reception at 
office of the Society. Councillors of the 
titute of Chartered Accountants in Aus- 
a were also present. The gesture was 
Meatly appreciated and augurs well for the 
ture close co-operation between the three 
odies, 
The books of the Cost Institute library are 
g transferred to the library of the Aus- 
malian Society of Accountants. Members are 
ited to make full use of the excellent facili- 
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ties available at the library of the Society, 
which is undoubtedly the best of its kind in 
Australia. 


Office-bearers 

The resignation from Divisional Council of 

r. R. L. Rowe, Vice-President, has been 
accepted with regret. Mr. Rowe, who resigned 
through pressure of business, has served the 
Institute with distinction over a number of 
rears. Mr. W. P. Round, Chairman of the 
ibrary Committee, who has been attending 
the Council meetings by invitation, has been 
elected to fill the vacancy. Following the 
resignation of Mr. Rowe, Mr. R. O. Thiele, who 
has been acting Vice-President, has been 
elected Vice-President of the Division. 

Messrs. B. W. B. Ruffels, H. F. Fox, and A. 
F. J. Sutherland have been elected as Victorian 
representatives on the General Council. 


Activities 

The lecture series on Automation and the 
lecture by Professor Black were very success- 
ful. The discussion group on automation which 
followed the public lecture series was very well 
attended. Our thanks are due to the lecturers 
who kindly led the discussion group. 
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PROFESSIONAL 
NOTICES 


Rate per line 5/-; minimum per insertion 





AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


(N.S.W. DIVISION). 


Applications are invited from MEMBERS 
of the Society for the Position of 


ASSISTANT STATE REGISTRAR 
(Technical Services) 


Applicants should be preferably between the 
ages of 23 and 27 years and possess good 

ractical experience in accounting procedures. 

he duties will include the library and 
information services, student and post-gradu- 
ate lectures, and other technical activities for 
members and students of the Society. 

The salary range will be £1,040-£1,250, 
depending on the experience and age of the 
successful applicant. 

Applications. which should be addressed to 
the State President, Australian Society of 
Accountants (N.S.W. Division), 5 Bligh Street, 
Sydney, close on 26 December, 1956. 





EDITOR—Applications close on 15 January 
for the position of Editor of The Australian 
Accountant and other publications of the 
Australian Society of Accountants. For full 
details, see page 506 of this issue. 


ACCOUNTANCY PRACTICE FOR SALE 
—Sound and well equipped practice located 
in country city within easy distance of Sydney. 
Gross earnings £10,000. Splendid opportunity 
for two young men to acquire a lucrative 
practice on easy terms early in 1957. Residence 
also available for sale. Replies with full details 
of experience to No. 225, c/o Australian Society 
of Accountants, 5 Bligh Street, Sydney. 


ACCOUNTANCY STUDENT, Single man, 
28 years, conscientious worker, keen to further 
knowledge, requires position on the staff of a 
public accountant’s office. Reply No. 431, c/o 
Australian Society of Accountants, 37 Queen 
Street, Melbourne. 


ASSOCIATE, 45, widely experienced in 
Accountancy, Audit, Secretarial and Taxation 
work, interested in executive position offering 
scope for further advancement. Reply No. 432, 
c/o Australian Society of Accountants, 37 
Queen Street, Melbourne. 
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15/-. 


POSITION AVAILABLE in 
Accountant’s office for young man (2! 
fully or partly qualified. Excellent pre 
with opportunity to gain valuable expe 
in accountancy, auditing, company and t 


tion fields. Reply to “Accountant”, a 


2405-V, G.P.O., Melbourne. 


PURCHASE OF PRACTICE—Py 


Accountant, Tax Agent, desires to pu 


Sydney or ‘suburban practice with gross 
vicinity £2,000-£2,500. Please Reply No. 


c/o Australian Society of Accountants, 5 
Street, Sydney. 


SUBURBAN ACCOUNTANCY 
SECRETARIAL PRACTICE FOR 
Gross Fees £2,400 p.a. Will sell to app 
buyer for £1,000 plus furniture, office 


ment, etc., at valuation. Replies to Ne 


c/o Australian Society of Accountants, 
Chambers, Wharf Street, Brisbane. 


PUBLISHING COMPANY ceasi 
ness; wide operating owers un 
Memorandum of Association; large 
lated loss over the past four years; sh 
sale. Apply Box 3557 G.P.O., Sydney. 


OFFICE EQUIPMENT FOR SALE 
tation machine Emidicta. Company windit 
Condition as new. Price £95. (Agents 
for same machine with essential 2 
£198.) Voice Publishing Co., 299 Kent } 
Sydney. BX 7251. 


PRACTICE OR PARTNERSHIP SOU 
Enquiries are invited from persons ¢ 
of selling their practice, or who are e 
plating admitting a partner, or a f 


Poa 


3 


offering prospects of partnership. Preter 


near Brisbane, New South Wales or 
Please reply to No. 223, c/o Australian § 
of Accountants, 5 Bligh Street, Sydnee 


PUBLIC ACCOUNTANT, A.A.S.A., 
has spare time available to assist other § 
titioners. Replies to No. 229, c/o Av 
Society of Accountants, 5 Bligh 
Sydney. 


TEMPORARY POSITION — Avai 
accountant experienced in ——_ a 
turns, suit retired man. Telephone ME 
(Melbourne), Mr. Jenkins. 
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